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ABSTRACT 
Small and Medium Enterprises (SMEs) significantly contribute to the growth of the 
economy and the employment sector. However, it is indicated that SMEs lack access 
to the financial products and services that are critical to their growth. Therefore, the 
primary objective of this study was to investigate the difficulties experienced by small 
businesses in accessing finance. 
An online questionnaire survey was considered an appropriate measurement 
method for this study. The targeted population of the study included all small 
businesses operating in the Nelson Mandela Bay Metropole. Thus, some 208 
companies were identified as part of the study sampling frame. A total number of 66 
questionnaires were returned out of the 208 targeted companies - giving a response 
rate of 29%. The quantitative data were processed using a STATISTICA program, 
leading to appropriate descriptive statistical analyses, including frequencies, means, 
medians and standard deviations. 
In order to obtain a better understanding of the difficulties experienced by small 
businesses in accessing finance, hypotheses were also formulated and a t-test was 
used to establish the statistical significance of certain demographic variables and 
company characteristics regarding the problems experienced by small businesses in 
accessing finance. 
The results of the empirical study revealed that the major difficulties faced by small 
businesses in their access to finance were the lack of collateral and security, the 
high cost of borrowing interest and the delay in feedback from the financial 
institutions. Further, by testing the hypotheses, it was also revealed that the ethnic 
group of the applicant, the total years of business experience of the applicant and 
the annual turnover of the business have an impact on the access to finance. 
Based on the relevant literature study and the empirical results, recommendations 
were made in order to address the identified problems. However, the unavailability of 
an exhaustive small business database in the Nelson Mandela Bay Metropole did 
not allow the research to draw on a larger representative sample. Thus, this 
limitation has impeded in-depth statistical analysis that would have allowed the 
research to obtain more accurate findings. Further studies could investigate the 
reasons why in many cases financial institutions reject the funding of small 
businesses. 
Key words: Small business, entrepreneurship, entrepreneur  
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CHAPTER ONE 
INTRODUCTION AND BACKGROUND OF THE STUDY 
1.1. INTRODUCTION 
According to Jasra, Khan, Hunjra, Rehman and Azam (2011: 274), most countries 
are realising that small and medium enterprises (SMEs) contribute to a major portion 
of their gross domestic product (GDP) and economic activity. One of the most 
important roles of SMEs in this context includes poverty alleviation through job 
creation. Indeed, according to Angela (2011: 431), these enterprises through their 
dynamism and flexibility, are engines of innovation and growth. However, despite the 
recognised importance of the SME sector, it is indicated that SMEs continue to be 
under-supplied with the financial products and services that are critical to their 
growth. The International Finance Corporation (IFC) (2010:9) reports that SMEs 
have historically lacked access to financial products and services.  
Brink, Cant and Ligthelm (2003: 5) state that the lack of financial sources is reported 
as the major obstacle experienced by businesses. For instance, the most important 
issues for business success are capital requirements, bookkeeping, financial 
planning, and financial control, management of working capital and income 
generation. In addition, Nieman and Nieuwenhuizen (2009: 35) and Van Aardt, Van 
Aardt, Bezuidenhout and Mumba (2008: 258) also recognise the access to 
appropriate finance as a major constraint on the successful development of small 
businesses in South Africa. Many creative ideas are not developed into viable new 
ventures due to the lack of finance.  
Given these facts, Angela (2011: 432) states that the access to finance for SMEs 
represents a topic of great interest for the academic literature. Various studies 
highlight the fact that access to finance is one of the most important obstacles in the 
way of growth and development of enterprises, especially in the case of small and 
medium enterprises. Further, Angela (2011: 435) supports her argument by saying 
that an awareness of the difficulties experienced by small businesses in accessing 
finance is vitally important in order to adopt measures to support and improve the 
access of small businesses to finance.  
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1.2. PROBLEM STATEMENT 
This leads to the question that also represents the main problem of this study: what 
difficulties do small businesses experience in accessing finance? 
In order to address the main problem, the following sub problems have been 
identified: 
 What are the main sources of funds available for small businesses? 
 What according to the literature, are the difficulties experienced by small 
businesses in the application process for finance? 
 What difficulties do current small businesses experience in the application process 
for finance? 
 What is the impact of certain demographic variables and company characteristics 
on the difficulties faced by small businesses in accessing finance? 
1.3. RESEARCH OBJECTIVES 
This section presents the primary and secondary objectives of the study. 
1.3.1. Primary research objective 
The primary objective of this study is to investigate the difficulties faced by small 
businesses in accessing finance. 
1.3.2. Secondary research objectives 
To help achieve the primary objective, the following secondary objectives have been 
formulated:  
 To empirically identify the sources of finance granting loans to small businesses. 
 To undertake a theoretical and an empirical investigation into the difficulties 
experienced by small businesses in accessing finance. 
 To assess whether certain demographic variables (gender, ethnic group, total 
years of business experience) and company characteristics (phase of business 
and turnover) have an impact on the difficulties experienced by small businesses 
in accessing finance. 
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 To make recommendations based on the empirical results of this study in order to 
assist small businesses to access finance more effectively. 
1.4. RESEARCH HYPOTHESES 
To gain a better understanding of the difficulties experienced by small businesses in 
accessing finance, the following hypotheses have been formulated: 
H1: Gender does not have an impact on the difficulties encountered in accessing 
finance. 
H1a: Gender has an impact on the difficulties encountered in accessing finance. 
H2: Ethnic group does not have an impact on the difficulties encountered in 
accessing finance. 
H2a: Ethnic group has an impact on the difficulties encountered in accessing 
finance. 
H3: Total years of business experience does not have an impact on the difficulties 
encountered in accessing finance. 
H3a: Total years of business experience has an impact on the difficulties 
encountered in accessing finance. 
H4: The phase of the business does not have an impact on the difficulties 
encountered in accessing finance. 
H4a: The phase of the business has an impact on the difficulties encountered in 
accessing finance. 
H5: Turnover does not have an impact on the difficulties encountered in accessing 
finance. 
H5a: Turnover has an impact on the difficulties encountered in accessing finance. 
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1.5. DEFINITION OF CONCEPTS 
Definitions of concepts that will be applied in this research are set out below. 
 Small business 1.5.1.
According to Antonites, De Beer, Cant and Jacobs (2007: 4), entrepreneurial 
businesses can be classified as either informal, micro-, very small, small, medium or 
large. Each type of business has very specific characteristics with specific needs and 
features. The National Small Business Amendment Act (2004:2) defines a small 
business as “a separate and distinct business entity, including cooperative 
enterprises and non-governmental organisations, managed by one owner or more 
which, with its branches or subsidiaries, if any, and is predominantly carried on in 
any sector or sub sector of the economy”. 
 Entrepreneurship 1.5.2.
According to Singh and Belwal (2008:121), entrepreneurship is a virtue that is 
capable of removing all the vices associated with economic growth, social disparities 
and employment. Nieman and Nieuwenhuizen (2009: 9) define entrepreneurship as 
a process that causes changes in the economic system through the innovations of 
individuals who respond to opportunities in the market. Besides, Lucky and 
Olusegun (2012: 494) state that entrepreneurship is a process that leads to the 
creation of SMEs while SMEs are just business ventures that are being managed by 
owner-managers. 
 Entrepreneur 1.5.3.
Antonites et al (2007: 2) define entrepreneurs as people with the ability to identify an 
opportunity, create and grow a business. Entrepreneurs are able to combine their 
creative ideas with the necessary skills, resources and people to form a successful 
business. However, it is important to keep in mind that not everyone who starts a 
new business is, in reality, an entrepreneur. Some might be enterprising but true 
entrepreneurs habitually create and innovate to build and grow something of 
recognised value. Indeed, Lucky and Olusegun (2012: 494) report that entrepreneurs 
and business owners seem to possess different and unique skills. For instance, the 
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entrepreneur possesses the skills to discover and innovate which allow him/her to 
always seek out new businesses or ventures, whereas the SME-owner possesses 
the managerial skills that enable him/her to effectively and properly manage his/her 
firm or business without many problems. 
1.6. DEMARCATION OF THE RESEARCH 
The demarcation of the research serves the purpose of making the research topic 
manageable from a research point of view. The manner in which the current study 
will be demarcated is described below: 
1.6.1. Type of business 
Small businesses, as defined under 1.6.1, will be used for the purpose of this study. 
1.6.2. Geographical 
The study will be conducted in the Nelson Mandela Bay Metropole which comprises 
Port Elizabeth, Uitenhage, Despatch and Colchester. 
1.7. ASSUMPTION 
It is assumed that small businesses experience difficulties in accessing finance 
which impede their growth in a competitive environment. 
1.8. SIGNIFICANCE OF THE RESEARCH 
According to Visagie (1997: 661), promoting SMEs in South Africa was in line with 
the objectives of economic policy. Growth in employment could be enhanced through 
government support to small, medium and micro-sized enterprises. Support to this 
sector will best be decided by the Government, the private sector and non-
governmental organisations (NGOs) acting in concert and the key areas of support 
to small and medium-sized enterprises would include access to finance. In addition, 
Beck, Demirguc-Kunt and Levine (2005: 1) report that to accelerate growth and 
reduce poverty, the World Bank Group and other international aid agencies provide 
targeted assistance to small and medium size enterprises (SMEs) in developing 
economies. One of the core arguments of this pro-SME policy is that SMEs are more 
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productive than large firms but financial markets and other institutional failures 
impede SME development. Thus, pending financial and institutional improvements, 
direct government financial support to SMEs can boost economic growth and 
development.  
Thus, Burke (2006: 101) states that the availability of cash is primordial for the start-
up ventures, without sufficient funds the new ventures success will be limited. There 
will simply not be resources available to develop the product and build-up stock until 
the availability of finance. The Organisation for Economic Co-operation and 
Development (2009: 15) reports that a significant number of entrepreneurs and 
SMEs could use funds productively if they were available, but are often denied 
access to financing, thus impeding their creation, survival and growth. Beck, 
Demirguc-Kunt and Pería (2010: 1) add that a number of studies have shown that 
SMEs not only perceive access to finance to be a greater obstacle than large firms, 
but this factor constraint affect the performance of SMEs more than large firms. 
 
In brief, although SMEs and entrepreneurs play a significant role in most of the 
economies and are key agents of employment, innovation and growth, there is a vital 
need for innovative solutions for their financing. The research investigates the 
difficulties experienced by small businesses in accessing finance. It is believed that 
the results of this empirical study will give a better insight into small businesses and 
the issues regarding their access to finance. Further, the research 
recommendations, if taken into account by small businesses and policy-makers, 
could be useful in helping small businesses to access finance more effectively. 
1.9. RESEARCH DESIGN AND METHODOLOGY 
The research procedures which the study will follow to investigate the primary and 
secondary objectives are presented by means of a: 
1.9.1. Literature study 
In order to achieve the objectives of this study, a relevant literature review examining 
small businesses and the difficulties they encounter in accessing finance will be 
conducted, thus providing a conceptual framework for this research. Many different 
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sources of information will be used such as books, journal articles, electronic 
databases, the internet and other relevant sources. 
1.9.2. Empirical study 
The empirical study will consist of the following: 
1.9.2.1. Sample selection 
To carry out the empirical study a minimum of fifty small businesses will be identified 
from the list of members of the Nelson Mandela Bay Business Chamber. 
1.9.2.2. Measurement instrument 
In order to obtain empirical perspectives, an online questionnaire will be designed 
from the literature review analysis and sent via email to small businesses. The 
questionnaire will be created by means of Google Drive tools and the information 
provided will be systematically captured in a spreadsheet.  
1.10. STRUCTURE OF THE STUDY 
The rest of the research study consists of five chapters which are organised as 
follows: 
Chapter Two: Small business and entrepreneurship  
Chapter Two will present a literature review regarding the importance of small 
businesses in the economy and the concept of entrepreneurship. Then, the critical 
success factors and some constraints faced by small businesses will be discussed. 
Chapter Three: Small business financing 
Chapter Three will mainly review the literature on the sources of finance available to 
small businesses and the difficulties experienced by small businesses in accessing 
finance. 
Chapter Four: Research design and methodology 
Chapter Four will discuss the research design and methodology, the data collection 
and data analysis. 
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Chapter Five: Empirical results and data analysis 
Chapter Five will report the results of the empirical study after analysing the data 
collected from the empirical study. 
Chapter Six: Conclusions and recommendations 
Chapter Six will conclude the study and give recommendations. The conclusions will 
be based on both the literature study and the empirical findings. 
1.11. CONCLUSION 
The aim of Chapter One was to place the current study into perspective by stating 
the problems of the research along with the primary and the secondary objectives. 
The remaining chapters will aim at achieving the objectives of the study. The next 
chapter presents the concepts of small business and entrepreneurship. 
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CHAPTER TWO 
SMALL BUSINESS AND ENTREPRENEURSHIP 
2.1. INTRODUCTION 
According to Wu, Song and Zeng (2008:959), a healthy and robust small and 
medium-sized enterprise (SME) sector is vital for sustainable competitive advantage 
and economic development in both developed and newly industrialised countries. 
This chapter will review the literature related to the contribution of SMEs to the 
economy and the concept of entrepreneurship. The legal requirements with which 
small businesses must comply will then be discussed. The chapter will close with a 
look at the critical success factors of small businesses and the constraints they face 
in their attempt to survive and grow in an increasingly competitive environment. 
2.2. DEFINITION OF A SMALL BUSINESS 
Lucky and Olusegun (2012: 489) indicate that, the SME sector is generally divided 
into three categories: micro, small and medium businesses. Government 
departments around the world are in agreement that the size of a SME is best 
determined by the number of employees and the turnover (Burke, 2006:13). For the 
purpose of this study, the small business classification from the National Small 
Business Amendment Act (2003) is presented in terms of number of employees and 
annual turnover. The classification is illustrated in Table 2.1. 
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Table 2.1: Small business classification 
Industrial Sectors 
The total full-time 
equivalent of 
paid employees 
Total 
turnover 
Agriculture 50 R3m 
Mining and Quarrying 50 R10m 
Manufacturing 50 R13m 
Electricity, Gas and Water 50 R13m 
Construction 50 R6m 
Retail and Motor Trade and Repair Services 50 R19m 
Wholesale Trade, Commercial Agents and Allied 
Services 
50 R32m 
Catering, Accommodation and other trade 50 R13m 
Transport, Storage and Communications 50 R13m 
Finance and Business Services 50 R13m 
Community, Social and Personal Services 50 R6m 
 
Source: Adapted from the National Small business Amendment Act (2003:8) 
As presented in Table 2.1 above, regardless of the sector, a small business has a 
maximum of 50 employees. The upper limit for turnover in a small business varies 
between R 3 million in the agricultural sector to R 13 million in the manufacturing and 
catering, accommodation and other trade sectors and a maximum of R 32 million in 
the wholesale trade sector. 
2.3. THE CONTRIBUTION OF SMEs TO THE ECONOMY 
Jasra et al (2011:275) claim that most of the current larger enterprises have their 
origin in small and medium enterprises. SMEs are different from large scale 
enterprises in three main aspects; uncertainty, innovation and evolution. SMEs 
contribute significantly to the provision of productive employment opportunities, the 
generation of income and, eventually, the reduction of poverty. This section 
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discusses the contribution of SMEs to the economic growth and job creation in South 
Africa and other economies. 
2.3.1. Contribution of SMEs to the South African economy 
According to Nieman and Nieuwenhuizen (2009: 29) in the South African economy, 
entrepreneurs are seen as the primary creators and drivers of new businesses and 
therefore they are clearly distinguished as economic actors. Entrepreneurship plays 
a vital role in the survival and growth of any emerging economy. Due to low 
economic growth, high unemployment and a high level of poverty in South Africa, 
entrepreneurship becomes a critical solution. For instance, Nieman and 
Nieuwenhuizen (2009: 3) report that SMEs form 97.5% of all businesses in South 
Africa. They generate 35% of the gross domestic product (GDP), contribute to 43% 
of the total value of salaries and wages paid in South Africa, and employ 55% of all 
formal private sector employees. 
2.3.2. Contribution of SMEs to other economies 
The International Finance Corporation (2010:11) observes that the SME sector is 
important to national economies because it contributes significantly to employment 
and the GDP, and because its growth is linked with the formalising of an economy. 
SMEs are active in nearly every point in the value chain as producers, suppliers, 
distributors, retailers and service providers. Ayyagari, Beck and Demirguc-Kunt 
(2003: 10) have specifically studied the SME sector’s contribution to total 
employment and GDP across different income groups from various countries. Figure 
2.1 shows a marked increase in the SME sector’s contribution to total employment 
from the low-income countries (17.56%) to the high-income countries (57.24%). The 
SME share of GDP follows a similar trend increasing from 15.56% of GDP in the low-
income countries to 51.45% in the high-income countries. It can therefore be 
assumed that an increase in SME sector’s contribution to employment is 
accompanied by an increase in its share of GDP as well. 
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Figure 2.1: SME Sector's contribution to employment and GDP 
 
Source: Ayyagari et al (2003: 10) 
To summarise this section on the contribution of SMEs to the economy, Nieman and 
Nieuwenhuizen (2009: 30) reveal that it is accepted that a well-functioning SME 
sector contributes to the economic and social growth of a country. Thus, to ensure 
economic prosperity in South Africa, the number of entrepreneurs who successfully 
establish and develop small and medium enterprises needs to increase significantly. 
2.4. ENTREPRENEURSHIP 
This section gives a definition of the concept of entrepreneurship, the traits of an 
entrepreneur and the phases of entrepreneurship. 
2.4.1. Definition of entrepreneurship 
Ogundele (2007) quoted in Lucky and Olusegun (2012: 493) defines 
entrepreneurship as “a process involving recognising opportunities in the 
environment, mobilising resources to take advantage of such opportunities in order 
to provide improved goods and services for consumers and having a reward for the 
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risk taken”. In brief, entrepreneurship is all about environmental opportunities that 
are waiting to be tapped. 
2.4.2. The traits of an entrepreneur 
Ligthelm (2011: 165) distinguishes between two types of entrepreneurs, namely 
those pursuing business opportunities also called “opportunity entrepreneurs”, and 
those who are involved in an entrepreneurial endeavour because they have no other 
choice of work, titled “necessity entrepreneurs”. In addition Stokes and Wilson 
(2006:43) propose five traits that have significant influence on the entrepreneur: 
 Need for achievement: entrepreneurs have been known to possess higher 
motivation to achieve than both corporate managers and small business owners 
or managers. Their need for achievement manifests itself in a number of ways 
namely risk-taking, confidence in success, desire for independence, energy in 
pursuing goals and measurement of success by wealth. 
 Need for autonomy: is a commonly recognisable trait of entrepreneurs. They have 
a strong desire for independence, and for freedom to create their own future. 
 Locus of control: the desire for independence is closely related to this personality 
attribute, namely that entrepreneurs believe they can influence the environment in 
which they find themselves. 
 Risk- taking: entrepreneurs are characterised as risk-takers who instinctively 
understand the benefits of not being too cautious.  
 Self-efficacy: this personality trait would appear to characterise the entrepreneur 
at all stages of the entrepreneurship process. As an innovator, the entrepreneur is 
by definition dealing with new situations and outcomes. 
2.4.3. The phases of entrepreneurship 
The Global Entrepreneurship Monitor global report (2011:5) measures multiple 
phases of entrepreneurship illustrated in Figure 2.2. The phases start out with 
potential entrepreneurs who see opportunities in their area and believe they have the 
capabilities to start businesses. The intent to start a business is followed by nascent 
activity - the phase which describes entrepreneurs who are in the first three months 
of running a new business. Then, new business owners are former nascent 
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entrepreneurs who have been in business more than three months, but less than 
three and a half years. Together, nascent and new entrepreneurs compose the total 
early-stage entrepreneurial activity (TEA). An additional phase is ‘established 
business ownership’; entrepreneurs in this category represent a key resource for 
other entrepreneurs by providing mentorship, advice or other types of support. 
Figure 2.2: Phases of entrepreneurship 
Early-stage entrepreneurial activity (TEA)rl - t  tr r ri l ti it  ( )
Nascent business
(up to 3 months old)
t i
(  t   t s l )
New business
 (up to 3.5 years old)
 i
 (  t  .  y rs l )
Established business 
(more than 3.5 years old)
t li  i  
( r  t  .  y rs l )
Potential business
(opportunities, knowledge 
and skills)
t ti l i
( rt iti s, k l  
 skills)
Conception From birth Persistente
 
Source: Adapted from the Global Entrepreneurship Monitor Global report (2011:5) 
2.5. SMEs VERSUS ENTREPRENEURSHIP 
According to Thurik and Wennekers (2004: 140), during the first decade of the last 
century, SMEs were both a vehicle for entrepreneurship and a source of employment 
and income. In fact, Erasmus, De Beer, Mpofu, Cant, Steenkamp, Badenhorst-
Weiss, Ferreira, and Groenewald (2007: 3) believe that the vast majority of 
businesses, initiated by entrepreneurs, originate as micro or small businesses. Small 
businesses are usually started and entrepreneurially managed by one person. They 
can grow and become larger small businesses, or even medium and large, provided 
that the entrepreneur does not become primarily managerially orientated, but 
remains entrepreneurially oriented. Indeed, Naude (2009) cited in Ligthelm (2011: 
169) argues that there is a difference between the entrepreneur and the manager of 
a small business. Innovation is highlighted as the essential distinguishing 
characteristic of the entrepreneur as opposed to the manager. Lucky and Olusegun 
(2012: 494) present the differences between entrepreneurship and SMEs in Table 
2.2. 
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Table 2.2: Differences between entrepreneurship and SMEs 
 Entrepreneurship SME 
Definition Process where an individual 
discovers, evaluates and 
exploits opportunities 
independently 
Firm or business venture 
managed by individuals 
owners 
 
Size  Large, Medium or Small Small and Medium only 
Number of 
people involved 
Small to large Small  
Purpose To discover, innovate and 
establish 
To produce, buy and sell 
 
Degree of risk varies lower 
Sector  Private, government and not-
for-profit 
Private sector only 
Key attributes High need for: achievement; 
internal locus of control, 
creativity and innovation, 
growth 
Organisational skills to 
manage efficiently, little 
innovation, moderate growth, 
moderate need for 
achievement 
Growth focus High  Varies  
 
Source: Lucky and Olusegun (2012: 494) 
2.6. LEGAL REQUIREMENTS OF SMALL BUSINESSES 
Van Aardt et al (2008:236) assert that anyone starting a business venture must pay 
attention to certain legal aspects, formalities, procedures, and regulations. In fact, 
according to Philip (2011: 132) SMEs allocate a significant amount of their financial 
resources to dealing with legal regulations. Further, Nieman and Nieuwenhuizen 
(2009: 128) report that the legal requirements depend on various factors, including 
the legal form of the new business. Aside from its intellectual property, the business 
generally has to register: 
 with the South African revenue service (SARS); 
 with the Department of Labour; and 
 for trading licenses.   
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2.6.1. Legal form of a business in South Africa 
According to Stokes and Wilson (2006: 294), in the pursuit of a business idea, an 
entrepreneur needs to form a legally recognised vehicle to exploit the opportunity. 
Antonites et al (2007: 116) state that a small business in South Africa can normally 
take one of the four following legal forms:  
2.6.1.1. The sole proprietorship company 
This is usually a business owned entirely by one person who is responsible for 
supplying the capital and running the business. All the profit belongs to that person 
but he or she is also responsible for all the losses. 
2.6.1.2. Partnership company 
A partnership company is a company where two or more but not more than 20 
owners combine their capital and abilities to form a business. The profits and losses 
are shared among the partners in an agreed ratio. The partners are liable jointly and 
severally for the debts of the partnership. 
2.6.1.3. Close corporation 
This business must have at least one owner but not more than ten. No shares are 
issued and each member’s liability is limited unless he is guilty of negligence. The 
interest of each member is expressed as a percentage. 
2.6.1.4. Private company 
A private company is formed where there is at least one but not more than fifty 
shareholders. The name of the company must end with the words “proprietary 
limited”. The business is run by a board of directors, which is elected by the 
shareholders. Profits are distributed among the shareholders. The liability of each 
shareholder is limited.  
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2.6.2. Intellectual property rights 
According to Stokes and Wilson (2006: 310), the development of a business 
normally involves the evolution of ideas, inventions, designs, skills and names 
associated with the business. These form the intellectual property (IP) that can be 
protected through legal process to become intellectual property rights (IPR). It allows 
people to own their creativity and innovation in the same way that they can own 
physical property. There are four main types of intellectual property: 
 Trademarks that identify the product or service as a brand that can be 
differentiated from other offerings. 
 Patents for new and improved products and processes which are capable of 
industrial application. 
 Copyright for material such as music, films, sound recordings and broadcasts, 
including software. 
 Designs that specify the appearance of a product, such as its shape, texture and 
ornamentation. 
Antonites et al (2007: 123) report that in South Africa, the registration of a patent 
would be performed by a patents’ attorney. An annual registration fee is payable 
after three years so that the registered patent does not expire. Trademarks can be 
registered at the Trademarks office in Pretoria. A design which gives exclusive rights 
to form and colour combinations, among other aspects, can be registered with the 
Design Office and registered Trademarks are valid for ten years. 
2.6.3. Taxation 
Most taxes in South Africa are levied by the central government and administered by 
the South African Revenue Service (SARS). According to Van Aardt et al (2008: 
236) income tax is payable by every individual, partner in a partnership, close 
corporation, and company that derives a taxable income. Thus, Antonites et al 
(2007: 124) indicate that an entrepreneur must register the new business with the 
receiver of revenue and must pay tax as an employer, as a taxpayer and on added 
value tax (VAT). Nieman and Nieuwenhuizen (2009: 139) distinguish between two 
main types of taxes imposed by the South African government, namely direct and 
indirect taxes.  
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2.6.3.1. Direct taxes 
Direct taxes include: 
 Individual income tax: an annual tax on the income of individuals (also owners of 
sole proprietorships) and partnerships. 
 Company tax: an annual tax on the income of companies and close corporations. 
 Secondary tax on companies: a tax imposed on dividends declared by companies 
and distributions made by close corporations, payable and borne by the 
companies and close corporations. 
 A tax on dividends from foreign-registered or incorporated companies: this 
includes retirement funds and insurers. 
2.6.3.2. Indirect taxes 
Indirect taxes include:  
 Value-added tax (VAT): VAT is tax payable to SARS and is calculated on 
consumption, presently at 14%. All businesses with an annual turnover in excess 
of R150 000 must register for VAT, while this is optional for those with an annual 
turnover of less than R150 000 (Van Aardt et al, 2008: 238). 
 Excise and customs duties: duties on the local production of certain commodities, 
such as automobiles, jewellery, beer and wine, without regard to their sale. 
 Stamp duties: charges levied on a number of documents in South Africa. 
2.6.4. Registration with the Department of Labour 
According to Van Aardt et al (2008: 240), certain legal requirements must be 
adhered to when an entrepreneur decides to employ personnel within the venture. 
Some of these are related to the safety of the employees, some to the general 
conduct of employers toward employees, while others to insurance issues. Nieman 
and Nieuwenhuizen (2009: 141) state that the owner of a new business that will 
employ people must register as an employer with the Department of Labour to 
contribute to the Unemployment Insurance and Compensation Funds. 
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2.6.5. Trading licenses 
Cohen (2006:24) mentions that most businesses need only a local license that is 
either a municipal or county licence or both. To obtain the licence, businesses may 
be required to conform to certain zoning laws and to meet building codes and other 
regulations set by the local health, fire, or police departments. 
2.7. CRITICAL SUCCESS FACTORS 
According to Boynton and Zmund (1984) cited in Chawla, Khanna and Chen 
(2010:2) critical success factors (CSFs) are “those few things that must go well to 
ensure the success of an organisation”. Tahir, Mohamed and Hasan (2011: 519) 
indicate that there are a number of key factors which might be crucial in determining 
the success of SMEs. In particular, the entrepreneur in charge of the business needs 
to have a certain set of skills if the venture is to be able to achieve optimum growth 
and overcome the many challenges facing SMEs in the current global marketplace. 
According to Philip (2011: 124), the factors affecting SME success can be classified 
into the following categories:  
 characteristics of an entrepreneur; 
 characteristic of SME; 
 management; 
 products and services; 
 customers and markets; 
 the way of doing business and cooperation; 
 resources and finance; 
 strategy; 
 external environment; and 
 internet access. 
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Similarly, Jasra et al (2011:278) conducted a study where they examined the factors 
which exclusively contribute to the success of small and medium enterprises. These 
factors were: 
 financial resources; 
 marketing strategy; 
 technological resources; 
 government support; and 
 entrepreneurial skill. 
Further, Jasra et al (2011:279) measured the relationship between the success of 
SMEs and the above success factors. They found that financial resources are the 
most important factor affecting the success of SMEs. In fact, financial resources are 
the key factor on which the whole business depends. 
2.8. BARRIERS FACED BY SMALL BUSINESSES 
Brink et al (2003: 3) believe that small and medium-sized businesses form an 
integral part of the national economy and are influenced by various factors. 
According to Nieman and Nieuwenhuizen (2009: 35), in South Africa a high number 
of small and micro enterprises fail during the first few years of operation mainly 
because of the following obstacles:  
 lack of access to human resources; 
 lack of access to appropriate technology; 
 lack of access to markets; 
 tax compliance; and 
 lack of access to finance. 
 Lack of access to human resources 2.8.1.
Lall and Sahai (2006:38) identify human resources as one of the most important 
resources in an organisation. Unfortunately there is always a shortage of skilled 
employees in an organisation, either because of the lack of skilled labour in the 
market or because of lack of committed and loyal employees in the organisation. 
Both these factors cause impediments in the growth of the venture.  
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 Lack of access to appropriate technology 2.8.2.
According to Van Aardt et al (2008: 247), the lack of technology is another constraint 
facing small businesses. The use of appropriate technology is one of the most 
important factors for small businesses to be successful. In fact the following 
technological factors are reasons for business failure: 
 Wrong or obsolete equipment and technology - the inefficiency and wastage from 
old equipment can result in huge losses. 
 Lack of technological infrastructure and knowledge - the lack of technology 
hampers the progress of most businesses, especially small ones. 
Therefore, Nieman and Nieuwenhuizen (2009: 36) state that successful small 
businesses must constantly upgrade their operational and production equipment and 
techniques. The use of up-to-date and new technology leads to:  
 better and more competitive products and services; 
 improve efficiency; 
 reduce operational and production costs; and 
 improve quality of products and services. 
 Lack of access to markets 2.8.3.
Nieman and Nieuwenhuizen (2009: 36) claim that another major challenge facing 
small businesses is the shortage of sustainable markets for their products and 
services. Small businesses tend to produce and offer services that do not have a 
ready market. Moreover, Brink et al (2003: 4) state that marketing factors such as 
poor location, insufficient marketing, inability to conduct market research, misreading 
the market, poor products, poor service, misreading customer trends and needs; 
impact on the success of small businesses. However, the mentioned constraints may 
be addressed by the following: 
 Marketing training: small businesses need to have effective marketing training. 
 Commitment to marketing: small businesses entrepreneurs need to demonstrate 
an early awareness of, and commitment to, marketing.  
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 Commitment to the market: small businesses need to place the needs of 
markets at the forefront of their business concerns.  
 Market-oriented products: small businesses should only produce and offer 
services that are demanded by the market. 
 Tax compliance 2.8.4.
According to Abrie and Doussy (2006: 2), the Commissioner for the South African 
Revenue Service (SARS), Pravin Gordhan, has acknowledged that compliance with 
the tax regime is a considerable burden for small businesses. In fact, the complexity 
of a tax system can be an obstacle for small enterprises that wish to comply with tax 
regulations. Small enterprises in South Africa could be liable for up to eleven 
different taxes:  
 income tax;  
 capital gains tax;  
 provisional tax; 
 secondary tax on companies; 
  value-added tax;  
 employees’ tax; 
 employment-related levies;  
 customs and excise duties; 
 transfer duty;  
 donations tax; and  
 stamp duty.  
In the same study carried out by Abrie and Doussy (2006: 7) it is revealed that it 
costs R 13445 per annum for small establishments to outsource their tax functions. 
These costs add significantly to their tax burden. Moreover, small establishments 
pay an average of R 8451 per annum for managing and administering tax 
responsibilities. However, regardless of the fact that tax compliance can be a burden 
for small businesses, the non-payment of monetary obligations is seen by Van Aardt 
et al (2008: 247) as a reason for business failure. Thus, small businesses should 
comply with all taxes requirements in order to stay in business longer. 
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 Lack of access to finance 2.8.5.
Angela (2011:433) claims that the access to finance is indispensable for the efficient 
allocation of capital and the enterprise development. When compared with large 
enterprises, small and medium enterprises face many difficulties when endeavouring 
to procure financial resources. Different surveys conducted in various countries 
report that the access to finance is mentioned by the SMEs as one of the most 
important barriers to their successful functioning and growth.  
2.9. CONCLUSION 
Chapter Two mainly reviewed the concept of entrepreneurship, the importance of 
small businesses in the South African economy, the critical success factors of small 
businesses and the barriers faced by businesses in their growth. According to Beck 
and Demirguc-Kunt (2006: 2941), with regard to the importance of small business 
development in South Africa and many other countries, more needs to be done to 
ensure that this sector flourishes. However, one of the reasons why small 
businesses may not be able to contribute to economic growth is because they face 
growth obstacles. Indeed when compared to large firms, small firms are more 
constrained by different obstacles. Limited access to finance is a crucial hurdle which 
needs to be addressed. It is clear that without financial resources, entrepreneurs 
cannot exploit business opportunities to the fullest. The available types of financing, 
the sources thereof and the factors that hinder the access to funds will be discussed 
in the following chapter.  
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CHAPTER THREE 
SMALL BUSINESS FINANCING 
3.1. INTRODUCTION 
According to Angela (2011:433), numerous surveys carried out, particularly by the 
World Bank, highlight the fact that the access to finance is often mentioned by the 
small and medium enterprises as one of the most important barriers to their 
successful functioning and growth. In order to gain an in-depth understanding about 
the financing of small businesses, this chapter firstly reviews the literature on the 
capital needs of small businesses and the difference between equity and debt 
financing. In the sections further on, the sources of debt and equity financing and the 
different constraints small businesses encounter in their access to funds are 
presented. 
3.2. CAPITAL NEEDS 
Capital is any form of wealth employed to produce more wealth. It exists in many 
forms in a business, including cash, inventory and equipment.  
3.2.1. Permanent capital 
According to Stokes and Wilson (2006:398), the permanent capital of a small 
business comes from some form of equity investment in shares in a limited 
company, or personal loans or from partners or sole traders. The permanent capital 
is used to finance the start-up costs of an enterprise, or major developments and 
expansions in its life cycle. It may be required for a significant innovation, such as a 
new product development. 
3.2.2. Working capital 
Zimmerer and Scarborough (2005: 383) observe that working capital represents a 
business’ temporary funds; it is the capital used to support a company’s normal 
short-term operations. The need for working capital arises because of the uneven 
flow of cash into and out of the business due to normal seasonal fluctuations. 
Working capital is normally used to pay bills, finance credit sales, pay wages and 
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salaries and take care of any unexpected emergencies. Lenders of working capital 
expect it to produce higher cash flows to ensure repayment at the end of the 
production or sales cycle. 
3.2.3. Fixed capital 
Fixed capital is needed to purchase a company’s fixed assets such as buildings, 
land, computers and equipment. Money invested in these fixed assets tends to be 
frozen because it cannot be used for any other purpose. Lenders of fixed capital 
expect the assets purchased to improve the efficiency and, thus, the profitability of 
the business and to create improved cash flows that ensure repayment (Zimmerer & 
Scarborough, 2005: 383).  
3.2.4. Expansion capital 
Nieman and Pretorius (2004: 170) define expansion capital as funds needed to shift 
a company from the start-up phase to a position where the company can become a 
significant contender in the market place. However, raising expansion capital is time 
consuming and costly for small businesses. Moreover, most of the extended growth 
strategies and methods employed by larger companies are not usually available or 
accessible to small firms. 
3.3. TYPES OF FUNDS 
The two main types of financing available to businesses are presented in this 
section. 
3.3.1. Debt financing 
Venter and Rwigema (2004:390) define debt financing as the money an 
entrepreneur obtains in the form of a loan and that must be repaid with interest. It is 
probably the most common form of financing for new ventures. Debt financing might 
be preferred over equity financing because it does not require any relinquishing of 
ownership in exchange for investment.  
Furthermore, Lall and Sahai (2008: 190) report that debt financing sources include 
banks but also leasing companies, factoring companies and even individuals. 
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However, it should be noted that lending sources look primarily at two factors for 
assessing the company’s capacity to repay: the growth potential of the company and 
its track record and asset base. 
3.3.2. Equity financing 
According to Lall and Sahai (2008: 190), equity financing is the process of obtaining 
funds for the company in exchange for ownership. Therefore, equity providers are 
more interested in the growth potential of the company which is based on the quality 
of management of the company, product brand strength, barriers of entry to 
competitors and the size of the market for the product. In addition, Hatten (2006:256) 
states that providers of equity finance own a portion of the business and are 
generally interested in getting dividends, benefiting from the increased value of the 
business and having a voice in the management of the business. 
3.3.3. Comparison between debt and equity financing 
Nieman and Nieuwenhuizen (2009: 126) claim that there are two significant 
differences between debt financing and equity financing. Firstly, debt financing 
requires the borrower to pay interest on loans to the business. The loan contract is a 
legally binding agreement stipulating that the business will pay back the loan plus 
interest. In contrast, equity financing does not require paying back the investment. 
Secondly, the providers of debt financing are called lenders and compared to equity 
investors these lenders do not become owners. 
Moreover, Kuratko and Hodgetts (2007:541) indicate that the choice for the 
entrepreneur is to take a debt without giving up ownership in the venture or 
relinquishing a percentage of ownership in order to avoid having to borrow. In most 
cases, a combination of debt and equity proves most appropriate. To sum up, 
Longenecker, Moore, Petty and Palich (2006: 217) present in Figure 3.1 the trade-
offs between debt and equity financing with regard to potential profitability, financial 
risk, and voting control that a small business owner needs to recognise and 
understand, to make an informed decision.  
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Figure 3.1: Trade-offs between debt and equity 
High equity financing and low debt financing
High debt financing and low equity financing
Results:
Voting control: owners must share control with other equity investors who buy the stock or make 
a large investment.
Financial risk: lower
Potential Profitability: lower potential return on investment for the owners.
Results:
Voting control: owners maintain control without having to make a large investment.
Financial risk: higher
Potential Profitability: higher potential return on investment for the owners.
EQUITY
DEBT
DEBT
EQUITY
 
Source: Longenecker et al (2006: 217) 
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3.4. SOURCES OF FINANCE 
This section presents the sources of debt and equity financing. 
3.4.1. Sources of debt financing 
This section discusses the following sources of debt financing: commercial banks, 
equipment loans and leasing, account receivable and factoring, trade credit, revenue 
and government agencies. 
3.4.1.1. Commercial banks 
Meyer (1998: 1110) claims commercial banks are the single most important source 
of external credit to small firms. Small businesses rely on banks not just for a reliable 
supply of credit, but for transactions and deposit services as well. The Organisation 
for Economic Co-operation and Development (2006: 4) also confirms that in most 
countries, commercial banks are the main source of finance for SMEs, thus if the 
SME sector is to flourish it must have access to bank credit. Further, Hatten 
(2006:259) indicates that bank loans generally fall into two major categories: short-
term loans and long-term loans. 
a. Short term loans 
According to Hatten (2006:259), most short-term loans are unsecured loans, 
meaning that the bank does not require any collateral as long as the entrepreneur 
has a good credit rating. These loans are often self-liquidating, in other words, the 
loan will be repaid directly with the revenues generated from the original purpose of 
the loan.  
b. Long term loans 
Longenecker et al (2006: 226) report that under certain circumstances, banks will 
lend money on a 5 to 10 years term. Hatten (2006:259) adds that long term loans are 
made to established businesses that have demonstrated a strong overall credit 
profile. Eligible businesses must show excellent creditworthiness and have an 
extremely high probability of repayment. 
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3.4.1.2. Equipment loans and leasing 
Ayadi, Bernet, Westerfeld, Frank, Huyghebaert, Gaspar, Bovha-Padilla, and 
Veugelers (2009: 64) define leasing as an agreement between the owner of the 
asset, ‘the lessor’, and the user of the asset, the ‘lessee’. The ‘lessee’ then has the 
right to use the asset in return for a number of specified payments over the agreed 
period of time. More simply, leasing is a way of acquiring an asset without paying 
cash, taking out a loan or using other forms of financing.  
Longenecker et al (2006: 226) claim that instead of borrowing money to purchase 
equipment, an increasing number of small businesses are beginning to lease 
equipment. Moreover leasing companies usually do not require collateral; hence, 
leasing might become a useful alternative or substitute to traditional bank financing 
(Ayadi et al, 2009: 64). 
3.4.1.3. Account receivable financing and factoring 
Kuratko and Hodgetts (2004:483) identify factoring as the sale of accounts 
receivable. Under a standard arrangement the receivables are sold, at a discounted 
value, to a factoring company. According to Hatten (2006:261), the purchase price of 
the receivables is discounted from the value of what the business is owed, to allow 
for potential losses and for the fact that the factoring company will not receive full 
repayment of the loan until sometime in the future.  
However it is important to mention that factoring fits some businesses better than 
others and it has become almost traditional in industries such as textiles, furniture 
manufacturing, clothing manufacturing, toys, shoes, and plastics. 
3.4.1.4. Trade credit 
Hatten (2006: 263) defines trade credit as “the amount owed by a business to the 
creditors that have supplied goods or services to the business”. Longenecker et al 
(2006: 231) add that credit extended by suppliers is very important to a start-up and 
remains the source of short-term funds most widely used by small firms. Most 
commonly, this type of credit involves an unsecured, open-book account. The 
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supplier sends merchandise to the purchasing firm; the buyer then sets up an 
account payable for the amount of the purchase. 
3.4.1.5. Business Partners limited 
Macleod and Terblanche (2004: 258) write that “Business Partners” is a privatised 
version of the previous South African governmental agency “Small Business Finance 
Corporation”. “Business Partners” finance small businesses, but on a commercial 
basis, which means that small businesses must have substantial collateral to qualify 
for a loan. Business Partners’ applications for finance are assessed on two important 
elements: the business and the entrepreneur. The business evaluation includes 
matters such as the product or service and its market acceptability, market size, 
technical aspects and the location of the business. In evaluating the entrepreneur, 
aspects such as the ability to run a successful business on sound business 
principles, integrity and appropriate experience are considered. (Business Partners, 
2012: 1). 
3.4.1.6. Government agencies  
Certain government agencies which finance small businesses are discussed in this 
section. 
a. Khula Enterprise Finance Limited 
According to Macleod and Terblanche (2004: 260), Khula is the government’s official 
agency for small business finance yet it does not deal directly with small businesses, 
but works through intermediaries. Banks are an important group of these 
intermediaries. Thus, in order to encourage more lending by banks, Khula has set up 
a credit guarantee programme which enables SMEs to approach banks even when 
the small business does not have enough collateral for a normal loan. Khula’s 
guarantees up to 80% of the small business bank loan. The business has to cover 
the remaining 20% itself with its own collateral. However, if the business fails to pay 
back its loan, Khula will do so. 
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b. Industrial Development Corporation (IDC) 
The Industrial Development Corporation is the government’s financier to large 
industrial projects, but it has some relevance to small businesses. IDC normally lend 
very large sums for major industrial developments, officially the smallest amount they 
will lend is R1 million. However, the IDC has one project aimed at small businesses 
which is a bridging finance scheme that lends up to R500 000 to business owners 
who have won a government or corporate contract (Macleod & Terblanche, 2004: 
259). 
c. Small Enterprise Development Agency (SEDA) 
The Small Enterprise Development Agency is an agency of the South African 
Department of Trade and Industry (DTI), mandated to implement government’s small 
business strategy. SEDA’s mission is to develop, support and promote small 
enterprises throughout the country, ensuring their growth and sustainability in co–
ordination and partnership with various role players, including global partners, who 
make international best practices available to local entrepreneurs (Small Enterprise 
Development Agency, 2012: 1).  
d. Eastern Cape Development Corporation (ECDC) 
The Eastern Cape Development Corporation is the official economic development 
and investment agency for the Eastern Cape province of South Africa. ECDC is 
owned by the Eastern Cape Government and has amongst its priorities to support 
existing businesses, to create opportunities for new businesses and to improve 
access to enterprise finance (Eastern Cape Development Corporation, 2012: 2). 
3.4.2. Sources of equity financing 
This section discusses the sources of equity financing. 
3.4.2.1. Personal savings 
According to Nieman and Nieuwenhuizen (2009: 126), finance can be obtained from 
different sources and the first source of finance is the entrepreneur himself. In fact, 
entrepreneurs may put some of their personal funds into the business, raise money 
by taking in a partner or by selling shares to investors. These shareholders become 
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part owners of the business in exchange for the money invested. Hatten (2006:264) 
confirms that most new businesses are originally financed with their creators’ funds. 
However, Harold (2004:105) observes that using personal savings has exposed 
entrepreneurs to potential personal losses. On the other hand it has also allowed 
entrepreneurs to maintain control and ownership of their company in return for 
bearing that risk.  
3.4.2.2. Family members and friends 
Venter and Rwigema’s (2004:390) report that friends and family members are 
considered to be a ready source of financing because of their relationship with the 
entrepreneur. They are more likely to give money, perhaps out of sense of familial 
duty, and are less likely to attach onerous terms to the repayment of the loan. 
However, as beneficial as the relationship with friends or family members might be in 
raising funds, it can also be quite detrimental. Nevertheless, Hatten (2006:264) is 
convinced that family members and friends are more willing to risk capital in a 
venture owned by someone they know than in ventures about which they know very 
little. 
3.4.2.3. Venture capital firms 
According to Ayadi et al (2009: 62), as firms grow they gain access to intermediate 
finance on the equity side through venture capital. Venter and Rwigema (2004:404) 
report that venture capital is a vitally important source of seed capital, start-up 
capital, development capital, and expansion capital for entrepreneurs who have 
demonstrated the viability of their ventures but are unable to source funds from the 
formal banking sector. In addition, venture capitalists provide entrepreneurs with 
equally valuable technical advice, legal and contractual advice, strategic support, 
research, mentorship, and managerial expertise. However, entrepreneurs often need 
to comply with rigorous requirements set out by the venture capitalist in order to be 
eligible for funding and support. 
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3.4.2.4. Angel investors 
Ryan and Hiduke (2006:221) report that angels come in many different sizes and 
types from the small investor who just wants to make money to the professional 
investor who wants to help others follow their passion. Most angels like to invest in 
companies where they have knowledge and experience in the industry. Hopefully, 
angels will not only support the financial part of a business but will also offer contacts 
and experience.  
To sum up the section regarding the sources of finance available to businesses, the 
different sources of debt and equity financing that have been presented above are 
illustrated in Figure 3.2. 
Figure 3.2: Sources of finance 
Equity financing Debt financing
Commercial banksr i l 
Family members and friendsil  r   fri
Business partnersi  rt r
Angel investorsl i t r
Equipment loans and leasingi t l   l i
Account receivable financing and factoringt r i l  fi i   f t ri
Trade creditr  r it
Government agenciesr t i
Personal savingsr l i
Venture capital firmst r  it l fir
 
Source: Adapted from Longenecker et al (2006: 244)  
34 
 
3.5. DIFFICULTIES ENCOUNTERED BY SMALL BUSINESSES IN 
ACCESSING FINANCE 
Erasmus et al (2007: 71) claim that the biggest challenge facing the small business 
owner is raising capital. While there are a number of ways of raising capital available 
to small businesses, access to these sources is hindered by various restrictions. In 
this section the different constraints small businesses encounter in their access to 
funds are identified.  
3.5.1. Lack of collateral and security 
Hassan, Yeow, Chin and Rom (2011: 166) report that in previous studies on 
problems encountered by small businesses; the main reason indicated for their 
limited access to credit is the inability of the businesses to provide collateral which is 
needed to obtain lower cost and long-term loans.  Indeed, many small firms lack 
collateral and insufficient documents to support their loan application yet banks 
require collateral as a safeguard for loans. Further, Kaplan (2003:162) adds that 
every good lender will try to get the best collateral possible on a loan. This normally 
involves securing the lender’s interest by liens or mortgages against tangible assets 
such as real estate or equipment. In addition, most lenders will require the 
entrepreneur’s personal signature as evidence of the borrower’s real commitment to 
the business. 
3.5.2. Bad credit record 
Machado, Jacobs, Conradie, Fourie, Labuschagne, Ferreira, Cassim, Steyn, and Le 
Roux (2004:354) remark that just as a small business’ owner needs to make a 
careful analysis to determine the creditworthiness of a client, so the suppliers of 
finance need to analyse the strengths and weaknesses of the small business. The 
challenge for the small business’ owner is therefore to be prepared, to have 
substantial facts and motivation ready to convince the selected source of finance to 
provide needed capital, and to maintain this trust into the future. However, Ayadi et 
al (2009: 76) report that small firms are considered to be more vulnerable than larger 
ones as they face less rigorous reporting requirements. As a result, small firms are 
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often unable to convey their status in a credible way, and have more difficulty 
building a reputation to signal their high quality as a borrower. 
3.5.3. Poor accounting standards 
In a study on bank lending behaviour, Berry, Crum and Waring (1993) cited by 
Tsamenyi and Uddin (2008: 523) identified that financial and accounting records play 
a significant role within the lending process. The poor accounting records of small 
businesses made institutional creditors and governments reluctant to lend the 
needed amounts to small firms. Thummuluri (2011: 451) confirms that banks 
generally avoid financing small businesses because of their poor accounting 
practices and record-keeping. For example, AllAfrica (2012: 1) reports that a number 
of SMEs in Uganda failed to access financing due to their poor standards of 
accounting.  
3.5.4. Lack of experience in financial management 
Brink et al (2003: 5) see financial management as a crucial field within the 
endogenous environment of small businesses that presents numerous potential 
obstacles. According to Hassan et al (2011: 166), most financial institutions and 
government agencies require the small business borrower to prepare a detailed 
working paper together with the cash flow projections. However, Antonites, De Beer, 
Cant, Conradie, Ferreira, Fourie, Jacobs, Marchado, Nieuwenhuizen, Steenkamp 
(2011:292), report that very few entrepreneurs are experienced and knowledgeable 
about financial management. The entrepreneur’s lack of financial expertise affects 
his standing with potential suppliers of finance. 
3.5.5. Lack of well-prepared business plans 
According to Katwalo (2010:140), one of the problems related to the lack of access 
to capital is the inability of many entrepreneurs to meet the requirements of financial 
institutions. One such example is the inability to draw up a business plan. Nieman 
and Nieuwenhuizen (2009: 35) confirm that an inadequate business plan from the 
small business’ owner is another reason for the lack of access to finance. Although 
financial institutions are willing to finance small businesses, it is revealed that the 
business proposals submitted by businesses are not researched and presented 
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properly. Machado et al (2004:354) add that the planning function is indeed a big 
part of success of the business accessing funds. The business plan is crucial to the 
success of the small business’ loan application. 
3.5.6. Cost of interest rate 
The Organisation for Economic Co-operation and Development (2006: 4) declares 
that banks and other traditional sources of credit may decide that small businesses 
represent a greater risk than larger companies, and respond by charging higher 
interest rates. This makes it more difficult for small businesses to borrow because 
the price of credit is too high. Further, Ayadi et al (2009: 72) confirm that for small 
businesses the cost of borrowing is an important issue. In fact, according to Beck 
(2007: 3), the cost of finance is often ranked by small firms as one of the most 
constraining feature of the access to finance.  
3.5.7. Lack of understanding of the lending criteria 
In Deakins, Whittam and Wyper (2010: 195), Lean and Tucker (2000) assert that 
often financial providers were uninformed about the nature of the client’s business on 
the one hand and that on the other hand, many entrepreneurs had an inadequate 
knowledge of the lending criteria and bank procedures. 
3.5.8. Appraisal procedure and bureaucracy 
According to Hassan et al (2011: 166), banks take on average three to six months 
for a loan to be disbursed. Bureaucratic problems and too much emphasis on 
documentation also dampen the spirit of the entrepreneurs. .The Organisation for 
Economic Co-operation and Development (2009: 24) remarks that large banks have 
evolved into very complex institutions where loan decision-making is centralised and 
based on automated credit assessment systems. Thus, SMEs often miss out on 
face-to-face contact with bank managers who understand their business. 
3.5.9. Business sector and location 
Deakins et al (2010: 208) state that although no sectors are excluded by banks, 
entrepreneurs in competitive sectors might find it difficult to raise finance, especially 
if they are operating in ways that do not fit the banks’ own internal guides on 
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benchmarking for the sector. A similar comment can be made on location. Rural 
locations can be difficult environments for entrepreneurs, having limited local 
markets and limited networks and resources. Entrepreneurs seeking to grow in such 
localities might find it difficult to raise bank finance, since they are reliant on local and 
regional markets. 
3.5.10. Firm size 
The Organisation for Economic Co-operation and Development (2006:3) asserts that 
compared to larger companies, small businesses tend by their very nature to show a 
far more volatile pattern of growth and earnings, with greater fluctuations. Their 
survival rate is lower than that of larger companies. Thus, small businesses are at a 
particularly severe disadvantage when trying to obtain financing compared to larger 
and more established firms. It can also be difficult for potential creditors or investors 
to distinguish the financial situation of the small company from that of its owners 
3.6. CONCLUSION 
Nieman and Nieuwenhuizen (2009: 126) identify four types of resources that 
prospective entrepreneurs will combine to build a business: financial, human, 
physical and information. Financial resources are valuable in that they do not have a 
single purpose but can be used to acquire other resources. Therefore, the 
acquisition of financial resource is very important. Chapter Three reviewed the 
different sources of debt and equity financing available to small businesses. It also 
looked at the various constraints encountered by small businesses in their access to 
funds. Chapter Four will present the research design and methodology employed in 
the research investigation into small businesses access to and use of financial 
resources.  
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CHAPTER FOUR 
RESEARCH DESIGN AND METHODOLOGY 
4.1. INTRODUCTION 
In Chapter Three relevant literature reviews discussed the sources of finance 
available to small businesses and the problems small businesses experience in the 
access of funds. The purpose of Chapter Four is to present the methods and 
techniques applied to obtain the findings presented in Chapter Five. The 
methodology in this chapter provides information about the applied research method, 
the targeted population, the sample used for the purpose of the study, the 
measurement instruments, and the data analysis strategy.  
4.2. WHAT IS RESEARCH? 
According to Kothari (2004: 1), research refers to a search for knowledge. One can 
also define research as a scientific and systematic search for pertinent information 
on a specific topic. In fact, research is the art of scientific investigation. It is the 
pursuit of truth with the help of study, observation, comparison and experiment. 
Thus, the purpose of research is to discover answers to question through the 
application of scientific procedures.  
Leedy and Ormrod (2005: 2) further define research as a systematic process of 
collecting, analysing and interpreting information in order to increase the 
understanding of a phenomenon about which there is an interest. Although research 
projects vary in complexity and duration, research typically has eight distinct 
characteristics:  
 Research originates with a question or problem.  
 Research requires clear articulation of a goal. 
 Research requires a specific plan for proceeding.  
 Research usually divides the principle problem into more manageable sub 
problems.  
 Research is guided by the specific research problem, question, or hypothesis. 
 Research accepts certain critical assumptions.  
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 Research requires the collection and interpretation of data in an attempt to resolve 
the problem that initiated the research. 
 Research is cyclical. 
4.3. RESEARCH DESIGN 
De Vaus (2001: 9) observes that a research design is not just a work plan. A work 
plan details what has to be done to complete the project but the work plan will flow 
from the project's research design. The function of research design is to ensure that 
the evidence obtained enables the researcher to answer the initial question as 
unambiguously as possible. 
According to Bless and Higson-Smith (1995: 63), a research design can be 
understood as the planning of any scientific research from the first to the last step. 
Indeed, Kothari (2004: 2) defines a research design as the arrangement of 
conditions for collection and analysis of data in a manner that aims to combine 
relevance of the research purpose with economy in procedure. The research design 
is the conceptual structure within which research is conducted; it constitutes the 
blueprint for the collection, measurement and analysis of data. As such the design 
includes an outline of what the researcher will do from writing the hypothesis and its 
operational implications to the final analysis of data. The details of the research 
design of this study will be explained in the sections that follow. 
4.4. RESEARCH APPROACH 
On the one hand, Roberts (2010: 143) reports that the qualitative approach is based 
on the philosophical orientation called phenomenology, which focuses on people's 
experience from their perspective. Inquiry begins with broad, general questions 
about the area under investigation. Researchers seek a holistic picture, a 
comprehensive and understanding of the phenomena they are studying. They go 
into the field to collect data. Researchers may make observations; conduct in-depth, 
open-ended interviews; or look at written documents. Rather than numbers, the data 
are words that describe people's knowledge, opinions, perceptions, and feelings as 
well as detailed descriptions of people's actions, behaviours, activities, and 
interpersonal interactions. 
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Leedy and Ormrod (2005:94) confirm that qualitative research is typically used to 
answer questions about the complex nature of phenomena, often with the purpose of 
describing and understanding the phenomena from the participants' point of view. 
The qualitative approach is also referred to as the interpretative, constructivist, or 
post positivist approach. 
Creswell (2009: 4) on the other hand, describes quantitative research as a means for 
testing objective theories by examining the relationship among variables. These 
variables, in turn, can be measured, typically on instruments, so that numbered data 
can be analysed using statistical procedures. The final written report has a set 
structure consisting of introduction, literature and theory, methods, results and 
discussion. Like qualitative researchers, those who engage in this form of inquiry 
have assumptions about testing theories deductively, building in protections against 
bias, controlling for alternative explanations and being able to generalise and 
replicate the finding. 
Leedy and Ormrod (2005: 94) support Creswell by saying that, quantitative research 
is generally used to answer questions about relationships among measured 
variables with the purpose of explaining, predicting, and controlling phenomena. This 
approach is sometimes called the traditional, experimental or positivist approach. In 
fact, descriptive quantitative research involves either identifying the characteristics of 
an observed phenomenon or exploring possible correlations among two or more 
phenomena (Leedy & Ormrod, 2005: 179).  
In addition, Balian (1988: 88) points out the fact that quantitative descriptive design 
uses numbers not to test but to merely describe characteristics of a group of 
respondents. The arrays of statistical measures used for this purpose are termed, 
descriptive statistics; they include such common measures as the mean, median, 
mode and standard deviation. 
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Some differences between the qualitative approach and the quantitative approach 
are provided by Leedy and Ormrod (2005: 96) in Table 4.1. 
Table 4.1: Distinguishing characteristics of qualitative and quantitative 
approaches 
Question Quantitative Qualitative 
What is the 
purpose of the 
research? 
 to explain and predict 
 to confirm and validate 
 to test theory 
 to describe and explain 
 to explore and interpret 
 to build theory 
What is the 
nature of the 
research 
process? 
 focused 
 known variables 
 established guidelines 
 predetermined methods 
 somewhat context-free 
 detached view 
 holistic 
 unknown variables 
 flexible guidelines 
 emergent design 
 context-bound 
 personal view 
What are the 
data like, and 
how are they 
collected? 
 numeric data 
 representative, large 
sample 
 standardised instruments 
 textual and/or image-based data 
 informative, small sample 
 loosely structured or non-
standardised observations and 
interviews 
How are data 
analysed to 
determine their 
meaning? 
 statistical analysis 
 stress on objectivity 
 deductive reasoning 
 
 search for themes and categories 
 acknowledgement that analysis is 
subjective and potentially biased 
 inductive reasoning 
How are the 
findings 
communicated? 
 numbers 
 statistics, aggregated data 
 formal voice, scientific 
style 
 words 
 narratives, individual quote 
 personal voice, literary style 
 
Source: Leedy and Ormrod (2005: 96) 
To conclude, according to Nardi (2006: 15), if the goal is to understand human 
behaviour in its natural setting and from the viewpoint of those involved, then an 
appropriate method is often a qualitative one, as opposed to a quantitative method in 
which predetermined categories and a more structured scientific approach are 
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involved. Qualitative research explores new topics by engaging the settings where 
people live. 
It is noted that the aim of this research is to describe the phenomenon namely 
difficulties experienced by small businesses in accessing finance. Therefore, for the 
purpose of this research, quantitative research and more specifically a descriptive 
survey research was employed as data collection technique. This research is defined 
as a cross-sectional study. According to Lee and Lings (2008: 197), cross-sectional 
designs collect data on all the variables at a single point in time, there is no 
opportunity to examine before and after effects.  
4.5. RESEARCH METHOD: SURVEY 
Leedy and Ormrod (2005: 183) state that survey research involves acquiring 
information about one or more groups of people, perhaps about their characteristics, 
opinions, attitudes or previous experiences by asking them questions and tabulating 
their answers. The ultimate goal is to learn about a large population by surveying a 
sample of that population; thus, this approach is called a descriptive survey. 
Reduced to its basic elements, a survey is quite simple in design. The researcher 
poses a series of questions to willing participants, summarises their responses with 
percentages, frequency counts, or more sophisticated statistical indexes and then 
draws inferences about a particular population from the responses of the sample. 
Survey is a common approach, used with more or less sophistication in many areas 
of human activity.  
Mitchell and Jolley (2007: 215) add that a survey can be a relatively inexpensive way 
to get information about people's attitudes, beliefs, and behaviours. With a survey, a 
researcher can collect a lot of information on a large sample in a short period of time.  
However Mitchell and Jolley (2007: 208) give the following recommendations to a 
researcher who wants to conduct a successful survey:  
 The researcher has to determine whether the survey design is appropriate for the 
research problem. Then a decision must be made as to what questions are going 
to be asked, why those questions are going to be asked, of whom those questions 
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are going to be asked, and how the answers of those questions are going to be 
analysed. 
 After deciding that a survey is the best approach for the research question, then 
the researcher needs to decide what type of survey instrument is going to be 
used. Basically, the choice can be made from two types of survey instruments: 
questionnaire surveys in which participants read the questions and then write their 
responses, and interview surveys in which participants hear the questions and 
verbalise their responses. 
For the purpose of the current study, the researcher designed an online survey 
questionnaire. The researcher sent the cover letter and the questionnaire via the 
internet. 
4.6. RESEARCH POPULATION AND SAMPLING 
In this section, the targeted population in this research is identified. The sample 
method and the sample size are also explained. 
4.6.1. Targeted population 
Bless and Higson-Smith (1995: 85) define the targeted population as “the entire set 
of elements, events or group of people which is the object of research and about, 
which the researcher wants to determine some characteristics”. Thus, the targeted 
population is often referred to as the universe or the population. Salkind (2010: 1052) 
points out that defining clearly the targeted population is a fundamental component 
of research design because the way in which the population is defined determines 
whether or not the findings drawn from a subset of the targeted population can be 
generalised to the entire population. 
The targeted population identified for this research study includes all small 
businesses operating activities in the Nelson Mandela Bay Metropole. Since all small 
businesses need start-up capital or working capital or expansion capital, it can be 
assumed that these small firms have engaged the process of a loan application. 
They should therefore be able to provide relevant information about the difficulties 
experienced by small businesses in accessing finance. In brief, this is the reason 
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why the mentioned organisations were chosen as the targeted population of this 
study. 
4.6.2. Sampling frame 
According to Stopher (2012: 266), a sampling frame is a listing of all the members of 
the targeted population. It can exist if the population is finite. If it is available it can be 
used to draw the sample, and it is essential for some sampling methods, but it is not 
required for other sampling methods. 
In the present study, an exhaustive list of small businesses within the Nelson 
Mandela Bay Metropole was unavailable. It was however possible to begin the 
sampling by making use of the database of the Nelson Mandela Bay Business 
Chamber. The Business Chamber is a non-profit business association, 
representative of a broad spectrum of businesses in the Nelson Mandela Bay 
Metropole (Port Elizabeth, Uitenhage, Despatch and Colchester). The database 
obtained from their website comprised a list of 847 large, medium and small 
businesses operating in the Nelson Mandela Bay Metropole. After excluding 
corporate business members, financial consultants and other professional members 
such as lawyers and doctors, a sampling frame of 208 potential small businesses 
was identified for the purpose of the present study. 
4.6.3. Sampling method 
Stopher (2012: 7) describe a sample as a subset of a targeted population. A sample 
may be either a large proportion of the population or a very small proportion of the 
population. When selecting a sampling method, there are two main categories to 
choose from, namely probability sampling and non-probability sampling. 
According to Williams (2009: 290), probability sampling takes place when the 
elements selected from the population have a known probability of being included in 
the sample, whereas Leedy and Ormrod (2005: 206) report that in non-probability 
sampling the research has no way of guaranteeing that each element of the 
population will be represented in the sample. Nardi (2006: 118) states that with non-
probability sampling the results obtained cannot be generalised to the entire 
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population. Indeed, with nonprobability methods the researcher is limited to making 
conclusions about only those who have completed the survey. 
The sampling method utilised in this study is the convenience sampling method. 
Convenience sampling is known as one type of non-probability method. Cramer and 
Howitt (2004: 38) define convenience sampling as a method of sampling in which 
cases are selected because of the convenience of accessing them. Williams (2009: 
290) adds that convenience sampling has the advantage of relatively easy sample 
selection and data collection. 
4.6.4. Sample size 
A common concern is how large a sample should be so as to have a reasonable 
study. According to Leedy and Ormrod (2005: 207), the basic rule is, the larger the 
sample, the better. However, in most research, sample sizes of 60 to 300 are 
common, with most averaging at about 200 respondents. But, the nature of the study 
dictates specific sample sizes within each project. Statistical tests require a minimum 
of 20 to 30 subjects for meaningful scientific comparisons, if like in the present study 
a quantitative research is the intention (Balian, 1988: 185). 
4.7. QUESTIONNAIRE DESIGN 
According to Nardi (2006: 67), designing questionnaires for respondents to complete 
on their own is one of the most common methods of data collection. Questionnaires 
can be mailed and returned at a later time in person or by mail; distributed to a large 
group of people in one location at one time or can be sent through email or placed 
on a web page on the internet. However, Leedy and Ormrod (2005: 185) have found 
that the majority of people who receive questionnaires do not return them and the 
people who do return them are not necessarily representative of the originally 
selected sample. 
In this research survey, questionnaires were used for data collection. The reason for 
this choice is given by Thomas (2003: 69) who states that the advantage of 
questionnaires is that they enable a researcher to collect a large quantity of data in a 
relatively short period of time. Moreover, the researcher does not need to be present 
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at the time the information is provided, and data can be collected from people in 
distant places if the questionnaires are sent by regular mail or over the internet. 
For this study, the questionnaire administered to participants (see annexure B) is an 
online questionnaire which was created by means of Google Drive tools. Participants 
accessed the questionnaire by clicking on a link inserted within the email sent to 
them. Once the respondent had completed the questionnaire the information was 
systematically captured in a Google drive spreadsheet and the captured data was 
simply exported for analysis. 
4.7.1. Length of the questionnaire 
According to Mccormack and Hill (1997: 78), there are no strict rules as to the length 
of a questionnaire, but researchers must bear in mind that the longer it is, the more 
difficult it is to persuade respondents to complete it. To avoid producing an over-long 
questionnaire one should check that only relevant questions that will generate useful 
data are asked, and consider the circumstances under which the questionnaires will 
be completed. Questionnaires must be kept short especially if target respondents are 
likely to be pressed for time. However, De Vaus (2005: 129) states that the optimal 
length of a questionnaire will depend on the nature of the sample and the topic under 
investigation. The more specialised the population and the more relevant the topic, 
the longer the questionnaire can be. Indeed for some topics a short questionnaire 
will produce low response rates because people will consider it too trivial or 
superficial. In the present study the online questionnaire which was emailed to the 
respondents took approximately 15 minutes to complete. 
4.7.2. Types of questions 
Brace (2008: 45) asserts that there are many ways of asking questions and 
recording data. Different types of questions are appropriate for different purposes 
and different types of data can be used and analysed differently. It is important for 
the designer of the questionnaire to understand the range of question types available 
because the choice of question types will determine the information that is produced. 
It is also important to predict the different types of data that will be generated, 
because that will determine the types of analysis that can be performed. The 
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designer of the questionnaire, while formulating the questions should thus be mindful 
of how the data will be analysed.  
In this study, the following types of questions were included in the questionnaire: 
open- ended, dichotomous, multiple- choice and scale-type questions.  
4.7.2.1. Open-ended questions 
In Bless and Higson-Smith’s (1995: 120) view, open-ended questions leave the 
participants completely free to express their answers as they wish. Answers may be 
as detailed and complex or as long or as short as participants feel appropriate. No 
restrictions, guidelines, or suggestions for solutions are given. Nardi (2006: 73) 
states that a good way of finding out what people think is to ask them open-ended 
questions. These types of questions require respondents to use their own words and 
ideas.  
4.7.2.2. Dichotomous questions 
According to Mitchell and Jolley (2007: 224), they are the simplest of closed 
questions and have only two possible answers, usually, yes or no.  
4.7.2.3. Multiple-choice questions 
Brace (2008: 57) writes that multiple-choice questions are closed questions with 
more than one possible answer. In fact, there are a finite number of answers; the 
range of possible answers is predictable; and the question does not require 
respondents to say anything in their own words. 
4.7.2.4. Scale-type questions 
Mitchell and Jolley (2007: 225) claim that Likert-type questions are extremely useful 
in questionnaire construction. Whereas dichotomous items allow respondents only to 
agree or disagree, Likert-type items give respondents the freedom to strongly agree, 
agree, be neutral, disagree, or strongly disagree. Thus, Likert-type items yield more 
information than nominal-dichotomous items. Because Likert-type items yield interval 
data, responses to Likert-type items can be analysed by more powerful statistical 
tests than nominal-dichotomous items.  
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4.7.3. Description of the questionnaire 
The questionnaire consisted of the following three sections: 
Section 1: Personal background 
This section had five questions relating to personal details about the respondent and 
covered the following: gender, age, race, highest education achieved and the 
respondent’s total years of business experience. 
Section 2: Company characteristics 
This section dealt with the information relating to the business. Seven questions 
were asked to obtain the following information: the company name, the position of 
the respondent within the business, the form of business ownership, the number of 
years it had operated as a business, the business sector, the number of people 
employed and the business’ annual turnover. 
Section 3: Small business access to finance 
Fourteen questions relating to the sources and application of funds were asked to 
the respondents in this section. Open-ended and closed questions were used to 
gather information such as how the respondents had raised start-up capital, which 
financial institution they had approached for financing and at which institution their 
applications had been successful. By means of Likert-scale type questions, 
respondents were also asked to indicate the extent to which they experienced 
specific obstacles during the loan application process.  The final question of Section 
3 asked respondents to rate the value of training in the nine fields suggested to 
them. 
4.7.4. Cover letter 
Rubin and Babbie (2010: 115) state that an important factor influencing response 
rate to surveys is the quality of the cover letter that accompanies the questionnaire. 
In fact, the cover letter which is usually what prospective respondents read first, 
should be constructed in a way that will motivate them to respond and prevent any 
resistance they might have about participating in the survey. Connaway and Powell 
(2010: 164) emphasize that the basic purpose of the cover letter is to explain briefly 
the purpose of the study and to stress the importance of each person responding. 
People are likely to complete the questionnaire if the cover letter stresses the 
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potential value of the study for the respondent. Moreover, by assuring potential 
respondents of the anonymity of their responses and by giving them an indication of 
the length of time needed to complete the questionnaire, resistance to participation 
should be diminished. (Rubin & Babbie, 2010: 115). 
In line with the above, a cover letter was included in this research (see annexure A). 
The letter introduced the questionnaire and set the context of the questions, 
explaining the importance of the research. A guarantee of confidentiality and full 
details of the researcher were also provided.  
4.7.5. Pre-testing of the questionnaire 
According to Lee and Lings (2008: 283), a pilot study is a mini version of a full study. 
The research takes a small sample of the population, and administers everything 
exactly as it would in the full study, to see if everything works out well. In this 
research, the questionnaires were emailed to five small businesses as a pilot study 
for testing the research techniques and methods. Based on their feedback, a few 
changes were made before the questionnaires were sent to the real sample. 
4.8. RELIABILITY AND VALIDITY 
Bless and Higson-Smith (1995: 130) state that reliability refers to the consistency of 
measures. Thus, an instrument which produces different scores every time it is used 
to measure an unchanging value has low reliability. Such instrument cannot be 
depended upon to produce an accurate measurement. On the other hand, an 
instrument which always gives the same score when used to measure an 
unchanging value can be trusted to give an accurate measurement and is said to 
have high reliability. In most cases, the reliability of an instrument is the degree to 
which that instrument produces equivalent results for repeated trials. 
Concerning validity, Miller (2012: 3) defines it as the extent to which an instrument 
measures what it purports to measure. Therefore, Balian (1988: 114) claims that all 
research instruments must first be considered in terms of their validity.  
Finally, Bless and Higson-Smith (1995: 130) state that where reliability asks the 
question, “How accurate and consistent is this instrument?” validity asks questions 
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such as, “What does this instrument measure and what do the results mean?”. Both 
are important in the evaluation of an instrument. Hence, an instrument with very high 
reliability is useless if it has poor validity. Similarly, an instrument with very low 
reliability should not be used merely because it has very high validity. 
4.9. DATA ANALYSIS STRATEGY 
Upon completion of the online survey, the data which were automatically captured 
were then analysed using the STATISTICA software. Descriptive and inferential 
statistics were used as a method of data analysis. 
4.9.1. Descriptive statistics 
According to Lee, Lee and Lee (2000: 4), descriptive statistics deal with the 
presentation and organisation of data. Balian (1988: 204) defines descriptive 
statistics as a form of statistical method which is merely concerned with the 
description of data found in a study. Mendenhall, Beaver and Beaver (2009: 4) add 
that descriptive statistics consist of procedures used to summarise and describe the 
important characteristics of a set of measurements. Examples of descriptive 
statistics used in the present study, include frequency distribution, mean, median 
and standard deviation. It must also be noted that descriptive statistics can be 
illustrated in various forms such as bar charts and pie charts. 
4.9.2. Inferential statistics 
Cramer and Howitt (2004: 78) describe inferential statistics as the branch of statistics 
which deals with generalisation from samples to the population of values and also 
involves significant testing. Sapsford and Jupp (2006: 211) confirm that inferential 
statistics are used in order to draw conclusions about a wider population from 
sample data and to examine differences, similarities and relationships between 
different variables. There are two aspects to inferential statistics. The first concerns 
the making of inferences about populations from data drawn from samples and the 
second aspect comes from the testing of hypotheses or the study of relationships. In 
the present study, the emphasis is on the testing of hypotheses. For further 
inferential analysis, it will be assumed that all the respondents included in the sample 
studied are representative of the 208 small businesses identified. Thus, the results 
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obtained from the non-probability sampling could be generalised to the sample 
frame. 
4.9.3. Statistical significance: two-sample t-test 
Balian (1988: 210) states that the t-test is the most common and popular statistical 
test used for hypothesis testing. According to Cramer and Howitt (2004: 167), a two-
sample t-test is a statistical test used to determine whether the means of two 
samples that consist of two unrelated variables differ significantly from each other. 
Further, Diamantopoulos and Schlegelmilch (2000: 184) add that the null hypothesis 
tested by the two-sample t-test is that the two population means are equal with the 
alternative hypothesis declaring that the means are not equal. In statistical 
hypothesis testing, a p-value (probability value) is used to decide whether there is 
enough evidence to reject the null hypothesis and say whether the research 
hypothesis is supported by the data collected. The p-value is a numerical measure of 
the statistical significance of a hypothesis test (Creech, 2012: 7). According to 
Sounderpandian and Aczel (2006: 285), the most common policy in statistical 
hypothesis testing is to establish a statistical significance, denoted by α, and to reject 
the null hypothesis when the p-value falls below α. For the current study the standard 
value for α is 0.05. Therefore, a p-value less than 0.05 implies that the difference 
between the means of the two populations tested is statistically significant. 
4.10. CONCLUSION 
The objective of this chapter was to document the research methodology selected 
for this study. The research study made use of the quantitative research 
methodology. A survey was deemed suitable for the type of inquiry being conducted. 
Explanations regarding the research design, the survey method, the sampling 
method, the questionnaire design and the data analysis strategy were given. The 
results of the empirical study will be presented in Chapter Five. 
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CHAPTER FIVE 
EMPIRICAL RESULTS AND DATA ANALYSIS 
5.1. INTRODUCTION 
The current chapter presents the results of the empirical study which focused on 
investigating the difficulties faced by small businesses in accessing finance. The 
results will be discussed in the form of a data analysis and presented both with the 
aid of Tables and Figures to describe the data obtained from the research survey. 
Firstly, the response rate of the empirical study will be presented. Secondly, the 
empirical data related to the personal background of the respondents, the company 
characteristics and the small business financing will be analysed through descriptive 
statistics. Thirdly, in order to gain a better understanding of the research objective, 
the researcher made use of inferential statistics measures namely t-test to establish 
the statistical significance between certain variables regarding the problems 
experienced by small businesses accessing finance. 
5.2. RESPONSE RATE FOR THIS STUDY 
An online questionnaire was addressed to small businesses identified using the 
members list of the Nelson Mandela Bay Business Chamber. The questionnaire, 
sent with a covering letter, was addressed to a total number of 208 businesses on 21 
August 2012. With a cut-off date of 21 October 2012, the final number of submitted 
questionnaires was 66, which resulted in a response rate of 29%. 
5.3. DEMOGRAPHIC PROFILE OF RESPONDENTS 
The questionnaire started by collecting basic information about the respondent. 
Section 1 of the questionnaire (See Annexure B) includes queries related to gender, 
age, ethnic group, education and total years of business experience. 
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5.3.1. Gender 
Question 1.1 in the questionnaire asked respondents to provide information about 
their gender. Table 5.1 below presents the frequency distribution of the gender. 
Table 5.1: Gender 
Gender Number (N°) Percentage (%) 
Male 41 62 
Female 25 38 
Total 66 100 
 
Source: results obtained from the analysis of the empirical study 
The gender composition presented in Table 5.1 above is illustrated below as a pie 
chart in Figure 5.1. 
Figure 5.1: Gender 
 
Source: Table 5.1 converted to a pie chart 
As shown in Table 5.1, nearly two-third of the individuals, who took part in the study, 
were males. In fact the sample consisted of 41 (62%) males and 25 (38%) females. 
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5.3.2. Age 
Respondents were required to give their age. Table 5.2 below shows the frequency 
distribution of the age range of the respondents. 
Table 5.2: Age of the respondents 
Range of age in years Number (N°) Percentage (%) 
25 – 35 16 24 
36 – 45 19 29 
46 – 55 20 30 
56 – 65 9 14 
66 – 75 2 3 
Total 66 100 
 
Source: results obtained from the analysis of the empirical study 
The age range in years presented in Table 5.2 above is illustrated below as a bar 
chart in Figure 5.2. 
Figure 5.2: Age 
 
Source: Table 5.2 converted to a bar chart 
As indicated in Table 5.2 and Figure 5.2, the empirical results showed that 83% of 
the respondents were between 25 and 55 years old while only 17% were older than 
55 years old.  
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5.3.3. Ethnic group 
Respondents were asked to indicate which ethnic group they belonged to. Possible 
answers included the following ethnic groups: Asian, Black African, Coloured, Indian 
and White. The findings obtained were summarised in Table 5.3 below. 
Table 5.3: Ethnic group 
Ethnic groups Number (N°) Percentage (%) 
Asian 2 3 
Black African 11 17 
Coloured 2 3 
Indian 1 1 
White 50 76 
Total 66 100 
 
Source: results obtained from the analysis of the empirical study 
The ethnic group composition indicated in Table 5.3 above is illustrated as a pie 
chart in Figure 5.3. 
Figure 5.3: Ethnic group 
 
Source: Table 5.3 converted to a pie chart  
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As presented in Table 5.2, 50 (76%) respondents were White and 11 (17%) were 
Black African. Asian, Coloured and Indian represented a small proportion (7%) of the 
sample. Given the small representation of the Asian, Coloured and Indian ethnic 
groups within the sample studied, these ethnic groups will be excluded from any 
subsequent inferential statistical analysis. 
5.3.4. Education 
In terms of education, question 1.4 in the questionnaire asked respondents to 
indicate their highest level of education achieved. The question provided possible 
options such as no formal qualification, a degree, an undergraduate degree or a 
postgraduate degree. Table 5.4 presents the frequency distribution of the highest 
level of education achieved by the respondents. 
Table 5.4: Highest level of education achieved 
Academic qualifications Number (N°) Percentage (%) 
National Diploma 19 28 
Bachelor degree 14 20 
Certificate 7 11 
No formal qualification 6 9 
Honours 6 9 
Postgraduate Diploma 5 7 
MBA 3 5 
Bachelor Technologiae 1 2 
Honours & CA (SA) 1 2 
Masters (non-MBA) 1 2 
Doctorate 1 2 
Other 2 3 
Total 66 100 
 
Source: results obtained from the analysis of the empirical study 
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Table 5.4 indicated that the majority (61%) of respondents had obtained various 
undergraduate degrees, presented as follows: 
 National Diploma (28%); 
 Bachelor degree (20%); 
 Certificate (11%); and 
 Bachelor Technologiae (2%). 
Then, 27% of the respondents had obtained the following postgraduate degrees: 
 Honours (9%); 
 Postgraduate Diploma (7%); 
 MBA (5%); 
 Honours & CA (SA) (2%); 
 Masters (non-MBA) (2%); and 
 Doctorate (2%). 
However 9% of the respondents did not have any university degree. 
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5.3.5. Total years of business experience 
Question 1.5 in the questionnaire required the respondents to indicate their total 
work experience (by number of years). The different periods suggested in the 
questionnaire comprised a period of less than one year, a period of one to five years, 
a period of six to ten years, and a period of more than ten years. For the purpose of 
clarity, certain periods were combined in the results. Therefore, Table 5.5 which 
indicates the frequency distribution of the respondents’ total years of business 
experience was presented in terms of business experience either of less than ten 
years or of more than ten years. 
Table 5.5: Years of business experience 
Business experience Number (N°) Percentage (%) 
More than 10 years 44 67 
Less than 10 years 22 33 
Total 66 100 
 
Source: results obtained from the analysis of the empirical study 
The total years of business experience of the respondents is depicted in Figure 5.4. 
Figure 5.4: Years of business experience 
 
Source: Table 5.5 converted to a bar chart 
As shown in Table 5.5 and Figure 5.4, most of the respondents (67%) had more than 
10 years of business experience whereas the rest of the respondents (33%) had less 
than 10 years of business experience.  
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5.4. COMPANY CHARACTERISTICS 
This section focuses on providing some characteristics of companies which 
participated in the study. Aspects covered included the position of respondent, the 
legal form of the business, the duration of time the business has been in operation, 
the industrial sector, the number of employees and the annual turnover. 
5.4.1. Position of respondent 
Respondents were asked to provide information concerning their current position 
within the business. In order to collect accurate and relevant information for the 
purpose of the study, the options focused on the decision-making positions in a 
business mainly owner, manager or both owner and manager. Table 5.6 below 
presents the results obtained. 
Table 5.6: Position of respondents within the business 
Position Number (N°) Percentage (%) 
Owner 36 55 
Both owner and manager 18 27 
Manager 8 12 
Staff member 4 6 
Total 66 100 
 
Source: results obtained from the analysis of the empirical study 
As shown in Table 5.6, the majority (55%) of the respondents were owners of the 
businesses and 27% of the respondents were both owners and managers. Besides, 
12% of the respondents only held a managerial position within the businesses. 
Briefly, 94% of the respondents held decision-making positions in their business. 
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5.4.2. Legal form of the business 
Respondents were asked to indicate the legal form of their business. The findings 
are presented in Table 5.7 below. 
Table 5.7: Legal form of business  
Legal form Number (N°) Percentage (%) 
Closed corporation 33 50 
Private companies 17 26 
Sole proprietors 13 20 
Other 3 4 
Total 66 100 
 
Source: results obtained from the analysis of the empirical study 
Of the 66 surveyed small businesses; 33 (50%) were closed corporations, 17 (26%) 
private companies, and 13 (20%) sole proprietors. The other legal forms of business 
(4%) which were lesser represented, included an incorporated company and two 
partnership companies. 
5.4.3. Duration of the business 
Respondents were required to indicate the length of time their business had been in 
operation. The answers distinguished between a business period of less than 3.5 
years or more than 3.5 years. The results are summarised in Table 5.8. 
Table 5.8: Duration of the business  
Duration of the business Number (N°) Percentage (%) 
More than 3.5 years 51 77 
Less than 3.5 years 15 23 
Total 66 100 
 
Source: results obtained from the analysis of the empirical study  
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As shown in Table 5.8, most of the businesses (77%) had been in operation for more 
than 3.5 years and 23% of the respondent companies had had their business for less 
than 3.5 years. Referring back to Chapter Two regarding the phases of a business’ 
existence, it is understood that 77% of the businesses were “established businesses” 
while the remaining 23% were “new businesses”. 
5.4.4. Industrial sector 
In question 2.5 of the questionnaire, respondents were asked to indicate to which of 
the 11 industrial categories their company belonged. A list of 11 industrial sectors 
obtained in the National Small Business Amendment Act 2003 (2003: 8) was used to 
design question 2.5. Table 5.9 shows the frequency distribution of the industrial 
sectors. 
Table 5.9: Industrial sectors 
Industrial sectors Number 
(N°) 
Percentage 
(%) 
Finance and business services 24 36 
Catering, accommodation and other trade 10 15 
Community, social and personal services 10 15 
Manufacturing 9 13 
Transport, storage and communications 4 6 
Wholesale trade, commercial agents  and allied services 3 5 
Retail and motor trade and repair  services 3 5 
Construction 2 3 
Electricity, gas and water 1 2 
Total 66 100 
 
Source: results obtained from the analysis of the empirical study 
The results presented in Table 5.9 were divided into two groups. The first group 
includes industrial sectors with a large representation and the second one comprises 
industrial sectors with a small representation.  
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Industrial sectors including the largest proportion (79%) of companies were: 
 finance and business services (36%); 
 catering, accommodation and other trade (15%); 
 community, social and personal services (15%); and 
 manufacturing (13%). 
Industrial sectors which were less represented (21%) in the sample were: 
 transport, storage and communications (6%); 
 wholesale trade, commercial agents and allied services (5%); 
 retail and motor trade and repair services (5%); 
 construction (3%); and 
 electricity, gas and water (2%). 
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5.4.5. Number of employees 
Respondents were asked to indicate the number of employees in their companies. 
The number of employees ranged from less than 5 to more than 20 employees. 
Table 5.10 shows the frequency distribution of the number of employees in the 
respondent companies. 
Table 5.10: Number of employees 
Number of employees Number (N°) Percentage (%) 
Less than 5 33 50 
5 to 20 25 38 
More than 20 8 12 
Total 66 100 
 
Source: results obtained from the analysis of the empirical study 
The distribution observed in Table 5.10 is illustrated in Figure 5.5 below. 
Figure 5.5: Number of employees 
 
Source: Table 5.10 converted to a bar chart 
As shown in Table 5.10 and Figure 5.5, 83% of respondent companies employed 
less than 20 people. Only 12% of the respondent companies had more than 20 
employees.  
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5.4.6. Annual turnover of the business 
Question 2.7 of the questionnaire classified companies according to their annual 
turnover. The annual turnovers ranged from less than R 200 000 to more than R 32 
million. For the purpose of clarity, certain amounts were combined in the results. 
Therefore, Table 5.11 which indicates the frequency distribution of the annual 
turnover of the respondent companies was presented in terms of less than R 1 
million or of more than R 1 million. 
Table 5.11: Annual turnover 
Annual turnover Number (N°) Percentage (%) 
More than R1m 35 53 
Less than R1m 31 47 
Total 66 100 
 
Source: results obtained from the analysis of the empirical study 
The annual turnover of the respondent companies is depicted in Figure 5.6 below. 
Figure 5.6: Annual turnover 
 
Source: Table 5.11 converted to a bar chart 
As shown in Table 5.11 and Figure 5.6, the majority (53%) of the companies had an 
annual turnover of more than R 1 million. The remaining companies (47%) had an 
annual turnover of less than R 1 million.  
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5.5. SMALL BUSINESS FINANCING 
This section focuses on the core results of the survey which is the financing of small 
businesses and the obstacles they experienced. 
5.5.1. Main sources of funds used to raise start-up capital 
In question 3.1, respondents were asked to indicate the main source of funds used 
to raise start-up capital. Three main funding sources were proposed as options. 
These financial sources included: 
 funds raised from own savings; 
 funds raised from family members and friends; and 
 funds raised from commercial banks. 
Table 5.12 below summarises the results. 
Table 5.12: Main sources of funds used to raise start-up capital 
Sources of start-up capital Number 
(N°) 
Percentage 
(%) 
Own savings 45 68 
Family and friends 11 17 
Commercial banks 6 9 
Other 4 6 
Total 66 100 
 
Source: results obtained from the analysis of the empirical study 
Table 5.12 above shows that a high percentage of respondent companies (68%) 
started their activities using the owners’ savings. Then 17% of the respondent 
companies were sponsored by family members and friends, and 9% of the 
respondent companies were financed by commercial banks to start their business. 
Lastly, 6% of the respondent companies were funded by other financial entities such 
as funders, saving club Stokvels and angel capital. 
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5.5.2. Financial problems experienced 
Respondents were asked to rate a list of problems that their company had 
experienced in respect of financial support, on a 5-point Likert-scale ranging from 
1=not at all to 5=to a very large extent. The results regarding this question are 
presented in Table 5.13 and Table 5.14 below. In Table 5.13 results are provided as 
a mean, median and standard deviation. 
Table 5.13: Financial problems experienced 
Financial problems 
Mean Median 
Standard 
Deviation 
Lack of funds for expansion 3.68 4 1.18 
Lack of fixed capital 3.15 3 1.29 
Lack of working capital 2.94 3 1.26 
Lack of start-up capital 2.89 3 1.30 
 
Source: results obtained from the analysis of the empirical study 
The results presented in Table 5.13 above are provided as a table depicting actual 
percentages in Table 5.14. 
Table 5.14: Extent of financial problems experienced (in percentage) 
Extent of financial 
support problems 
Not at 
all 
To a 
little 
extent 
To a 
moderate 
extent 
To a 
large 
extent 
To a very 
large 
extent 
Lack of funds for expansion 5 14 21 30 30 
Lack of fixed capital 12 23 20 29 17 
Lack of working capital 17 21 24 27 11 
Lack of start-up capital 20 17 32 18 14 
 
Source: results obtained from the analysis of the empirical study 
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The results are rank ordered in Table 5.13 and “lack of funds for expansion” was the 
biggest obstacle experienced by small businesses in respect of financial support. 
Indeed, “lack of funds for expansion” had the highest mean score of 3.48 out of 5 
and a median of 4 out of 5. Moreover, the following remaining financial support 
problems were all scored as being experienced to a “moderate extent”: 
 lack of fixed capital (mean score= 3.15);  
 lack of working capital (mean score= 2.94); and  
 lack of start-up capital (mean score= 2.89). 
From the actual percentages presented in Table 5.14 there was confirmation that 
“lack of funds for expansion” was the biggest obstacle encountered by respondents 
in terms of financial support. In fact, some 61% respondents ranked “lack of funds for 
expansion” as the problem experienced either “to a large extent” or “to a very large 
extent”. 
5.5.3. Utilisation of future loans 
Question 3.3 in Section 3 asked the respondents to indicate for which purpose they 
would utilise future loans. Respondents were also given the option to indicate 
alternatives. The results are presented in Table 5.15 below. 
Table 5.15: Utilisation of future loans 
Utilisation of future loans Number 
(N°) 
Percentage 
(%) 
Purchase equipment 24 37 
Purchase business property 22 33 
New product development 18 27 
Do not need a loan 14 21 
Repay an existing debt 10 15 
Increase stock 8 12 
Overhead costs 8 12 
Expansion 4 6 
Marketing campaign 3 5 
 
Source: results obtained from the analysis of the empirical study  
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Table 5.15 reported that the greatest reasons for the respondents to utilise future 
loans would be:  
 to purchase equipment (37%); 
 to purchase business property (33%); and  
 to buy new products to develop the business(27%). 
The reasons for utilisation of future loans which were of lower priority were: 
 to repay existing debt (15%); 
 to increase stock (12%);  
 for overhead costs of the business (12%);  
 for the expansion of the business (6%); and  
 for performing marketing campaigns (5%). 
However, 21% of the respondents revealed that they did not need a loan. 
5.5.4. Loan applications 
Respondents were asked to indicate whether they have ever approached a financial 
institution to access funds since the creation of their business. Table 5.16 below 
presents the results. 
Table 5.16: Status of loan applications 
Status of loan applications Number 
(N°) 
Percentage 
(%) 
Respondents that had approached a financial institution 37 56 
Respondents that had never approached a financial 
institution 
29 44 
Total 66 100 
 
Source: results obtained from the analysis of the empirical study  
As shown in Table 5.16 above, 37 out of the 66 respondents had applied for a loan 
whereas 29 respondents had never approached any financial institution to apply for 
a loan .The size of the analytical base is consequently reduced to 37 when looking at 
the obstacles encountered by respondents in their access to finance.  
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5.5.5. Financial institutions approached for loans 
The 37 respondents who had applied for a loan were asked in question 3.5 to 
indicate which of the following financial institutions they had approached: 
 Commercial banks such as ABSA Bank, First National Bank, Nedbank and 
Standard Bank. 
 Governmental agencies such as Eastern Cape Development Corporation (ECDC), 
Khula Finance Limited and Small Enterprise Development Agency (SEDA). 
 Business Partners. 
In addition, respondents could indicate other financial institutions approached but not 
mentioned in the above alternatives. For the purpose of anonymity, individual 
commercial banks and government agencies were aggregated in the results. The 
findings are summarised in Table 5.17 below. 
Table 5.17: Financial institutions approached for loans 
Financial institutions approached for loans Number 
(N°) 
Percentage 
(%) 
Commercial banks 31 84 
Governmental agencies 11 30 
Business Partners 4 11 
Other 3 8 
 
Source: results obtained from the analysis of the empirical study 
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The results indicated in Table 5.17 are illustrated below as a pie chart in Figure 5.7. 
Figure 5.7: Financial institutions approached for loans 
 
Source: Table 5.17 converted to a pie chart 
Table 5.17 and Figure 5.7 showed that a high percentage of respondents (84%) 
chose commercial banks when applying for loans. Governmental agencies were 
approached by 30% of the respondents. Only 11% of the respondents approached 
Business Partners to access funds. 
5.5.6. Service quality at the financial entities 
Question 3.6 in Section 3, required respondents to rate the quality of service they 
had received when approaching financial establishments for a loan. A 5-point Likert-
scale that ranged from 1=very poor to 5=very good was used. This was a general 
question on perception of entities as a whole and did not refer to a specific entity. It 
was evident that respondents had applied for loans at various financial entities. 
Table 5.18 and Table 5.19 present the findings of question 3.6. 
  
 Commercial 
banks 
63% 
 Governmental 
agencies 
23% 
Business 
Partners 
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 Other 
6% 
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In Table 5.18 results are provided as mean, median and standard deviation. 
Table 5.18: Service quality 
Service quality Mean Median Standard 
Deviation 
Friendliness of staff 3.73 4 0.90 
Provision of required information regarding the loan 3.19 3 1.15 
Assistance in filling in forms 3.14 3 1.23 
Feedback time 2.86 3 1.32 
Assistance in drafting a business plan 2.54 2 1.32 
 
Source: results obtained from the analysis of the empirical study 
The results presented in Table 5.18 above are provided as a table representing 
actual percentages in Table 5.19. 
Table 5.19: Perception of service quality (in percentage) 
Service quality Very 
poor 
Poor Average Good Very 
Good 
Friendliness of staff 3 0 41 35 22 
Provision of required information 
regarding the loan 
11 11 41 24 14 
Assistance in filling in forms 14 14 32 27 14 
Feedback time 19 22 27 19 14 
Assistance in drafting a business 
plan 
27 27 22 14 11 
 
Source: results obtained from the analysis of the empirical study 
The results are rank ordered in Table 5.18 and “friendliness of staff” was the best 
service quality attribute perceived by respondents at the financial entities. Indeed, 
“friendliness of staff” had the highest mean score of 3.73 out of 5 and a median of 4 
out of 5.  
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Then, the following services were all perceived as being “average”: 
 provision of required information regarding the loan (mean score= 3.19); 
 assistance in filling in forms (mean score= 3.14); and  
 feedback time (mean score= 2.86).  
The last service quality to be rated by the respondents, “assistance in drafting a 
business plan” had the lowest mean score of 2.54 out of 5 and was identified as the 
poorest service. 
The actual percentages presented in Table 5.19 confirmed “friendliness of staff” to 
be the best service quality perceived by respondents. In fact, some 57% 
respondents ranked “friendliness of staff” as either a good or a very good service 
quality. This was in contrast to a high percentage of respondents who rated financial 
institutions poorly on “assistance in drafting a business plan”. Some 54% 
respondents rated that particular service to be poor or very poor. 
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5.5.7. Problems experienced during the application process for loans 
Respondents were required to rate the extent of the different problems experienced 
during the loan application process, on a 5-point Likert-scale ranging from 1=not at 
all to 5=to a very large extent. The results are presented in Table 5.20 and Table 
5.21. 
In Table 5.20 results are provided as mean, median and standard deviation. 
Table 5.20: Problems experienced during the loan application process 
Problems experienced during the loan 
application process 
Mean Median Standard 
Deviation 
Lack of collateral and security 3.46 4 1.43 
Cost of borrowing interest rate too high 3.19 3 1.43 
Timeframe of feedback was too long  3.16 4 1.42 
Lack of knowledge of products available at the 
financial institutions 
2.86 3 1.21 
Business sector does not interest the financial 
institutions 
2.73 3 1.39 
Complexity of application  2.68 3 1.36 
Failure of banker to assist applicant in the entire 
application process 
2.49 2 1.26 
Poor accounting records of applicant 2.05 2 1.22 
Weak understanding of the loan criteria 2.05 2 1.27 
Bad credit record of applicant 2.03 1 1.50 
Applicant not able to draft a business plan 1.97 1 1.19 
Applicant’s lack of business skills 1.76 1 1.19 
 
Source: results obtained from the analysis of the empirical study 
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Further, the results presented in Table 5.20 are provided as a table depicting actual 
percentages in Table 5.21 below.  
Table 5.21: Extent of the problems experienced during the loan application 
process (in percentage) 
Extent of the problems 
experienced during the loan 
application process 
Not 
at 
all 
To a 
little 
extent 
To a 
moderat
e extent 
To a 
large 
extent 
To a very 
large 
extent 
Lack of collateral and security 16 8 19 27 30 
Cost of borrowing interest rate too 
high 
19 14 19 27 22 
Timeframe of feedback was too 
long  
22 11 14 38 16 
Lack of knowledge of products 
available at the financial 
institutions 
19 16 30 30 5 
Business sector does not interest 
the financial institutions 
27 16 27 16 14 
Complexity of application  30 11 32 16 11 
Failure of banker to assist 
applicant in the entire application 
process 
27 27 24 14 8 
Poor accounting records of 
applicant 
46 22 19 8 5 
Weak understanding of the loan 
criteria 
49 19 16 11 5 
Bad credit record of applicant 59 14 5 8 14 
Applicant not able to draft a 
business plan 
51 16 19 11 3 
Applicant’s lack of business skills 65 8 19 3 5 
 
Source: results obtained from the analysis of the empirical study 
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In Table 5.20, the problems encountered through the loan application process were 
rank ordered in terms of the extent to which they were experienced. Based on the 
value of the mean scores observed, the biggest obstacles confronted by 
respondents were: 
 lack of collateral and security (mean score = 3.46); 
 high cost of borrowing interest rate (mean score = 3.19); and 
 timeframe of feedback too long (mean score = 3.16). 
Inversely, the following were not viewed as major obstacles: 
 applicant not able to draft a business plan (mean score = 1.97); and 
 applicant’s lack of business skills (mean score = 1.76). 
Again, the actual percentages in Table 5.21 supported the findings obtained from 
Table 5.20. Indeed, the following major obstacles are targeted by a certain 
percentage of respondents as being experienced either “to a large extent” or “to a 
very large extent”: 
 lack of collateral and security (57%); 
 timeframe of feedback too long (54%); and 
 high cost of borrowing interest rate (49%). 
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5.5.8. Loans approval rate 
The insight of question 3.8 was to establish a loan approval rate. Thus, respondents 
were asked to specify whether at least one of their applications for a loan at any 
financial entity had been successful. The results are presented in Table 5.22 below. 
Table 5.22: Loans approval rate 
Loans approval rate Number 
(N°) 
Percentage 
(%) 
Loans accepted 27 73 
Loans rejected 10 27 
Total 37 100 
 
Source: results obtained from the analysis of the empirical study. 
The loan approval rate presented in Table 5.22 is depicted in Figure 5.8 below. 
Figure 5.8: Loan approval rate 
 
Source: Table 5.22 converted to a pie chart 
From the results in Table 5.22 and Figure 5.8, it is evident that most respondents 
applying for a loan were successful. Indeed, a high percentage (73%) of the 
respondents saw their loan applications accepted whereas 27% of the respondents 
applying for a loan were denied.  
Loans accepted 
73% 
Loans rejected 
27% 
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5.5.9. Sources of finance 
Question 3.9 asked the 27 respondents who had obtained loans to designate the 
financial entities where their applications had been successful. They could choose 
from a list of:  
 Commercial banks such as ABSA Bank, First National Bank, Nedbank and 
Standard Bank. 
 Governmental agencies such as Eastern Cape Development Corporation (ECDC), 
Khula Finance Limited and Small Enterprise Development Agency (SEDA). 
 Business Partners. 
In addition, respondents could indicate alternative financial institutions not mentioned 
above. For the purpose of anonymity, individual commercial banks and government 
agencies were aggregated in the results. The findings are summarised in Table 5.23 
below. 
Table 5.23: Sources of finance 
Sources of finance Number 
(N°) 
Percentage 
(%) 
Commercial banks 21 78 
Governmental agencies 5 19 
Private funds 2 7 
 
Source: results obtained from the analysis of the empirical study 
Table 5.23 revealed that commercial banks were the first source of finance for 
respondent companies regarding the high percentage (78%) of the loans granted. 
Second were the governmental agencies with a percentage of 19% of loans granted. 
Private funds accounted for 7% of the sources of finance. 
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5.5.10. Reasons justifying a loan application rejection 
Respondents whose loan applications had been rejected by a financial institution 
were asked to indicate the reasons why their application had been rejected. 
However, they were also given a list of possible reasons from which to choose. The 
results are presented in Table 5.24 below. 
Table 5.24: Reasons justifying a loan application rejection 
Reasons justifying a loan application rejection Number 
(N°) 
Percentage 
(%) 
Lack of collateral and security 16 48 
Insufficient cash-flow 7 21 
Bad credit record 4 12 
High risk venture 3 9 
No reason given 3 9 
Financial institution did not understand the business 
model 
2 6 
Poor business plan 1 3 
 
Source: results obtained from the analysis of the empirical study 
In light of the findings presented in Table 5.24, the major reasons why loan 
applications are rejected by financial institutions are the following: 
 lack of collateral and security (48%); 
 insufficient cash-flow (21%); and 
 bad credit record (12%). 
However, the following were not perceived as major reasons for the rejection of a 
loan application: 
 financial institution did not understand the business model (6%); and 
 poor business plan (3%). 
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5.5.11. Reasons for not approaching a financial entity for a loan 
As revealed in Table 5.16, 29 out of 66 respondents had never approached financial 
entities to apply for loans. Question 3.11 in Section 3 went further and asked the 
respondents to indicate the main reason why they have never approached a financial 
institution to obtain finance. Table 5.25 below presents the responses to this 
question. 
Table 5.25: Reasons for not approaching a financial entity for a loan 
Reasons for not approaching a financial entity for a 
loan 
Number 
(N°) 
Percentage 
(%) 
Aware, but do not need a loan 17 59 
Aware, but do not meet the requirements 8 28 
Not aware, have never heard of financing available for 
small businesses 
2 7 
Aware, but do not know how to proceed 2 7 
Total 29 100 
 
Source: results obtained from the analysis of the empirical study 
Table 5.25 above indicates that 28% of the respondents did not meet the 
requirements to apply for loans and 14% of the respondents either did not know how 
to proceed with a loan application or had never heard of finance being available for 
small businesses. However, it is evident from the results that the majority of 
respondents had not required a loan; that is the reason why 59% of the respondents 
had never approached any financial institution to apply for loans. 
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5.5.12. Non-financial obstacles 
Question 3.12 in Section 3, asked all 66 of the respondents to rate on a 5-point 
Likert-scale, the non-financial factors they experienced as problems when running 
their business The scale ranged from 1=not at all to 5= to a very large extent. Table 
5.26 and Table 5.27 present the findings of question 3.12. In Table 5.26 results are 
provided as mean, median and standard deviation. 
Table 5.26: Non-financial obstacles 
Non-financial obstacles Mean Median Standard 
Deviation 
Strong competition 3.15 3 1.19 
Lack of financing 2.97 3 1.40 
Cost of tax compliance 2.86 3 1.30 
Lack of skilled employees 2.58 3 1.34 
Inability to conduct market research 2.30 2 1.23 
Lack of training in business skills 2.23 2 1.13 
Lack of technological infrastructure and knowledge 2.20 2 1.19 
 
Source: results obtained from the analysis of the empirical study 
The results presented in Table 5.26 are provided as a table depicting actual 
percentages in Table 5.27. 
Table 5.27: The extent of non-financial obstacles (in percentage) 
Extent of non-financial obstacles 
Not 
at 
all 
To a 
little 
extent 
To a 
moderate 
extent 
To a 
large 
extent 
To a 
very 
large 
extent 
Strong competition 9 20 35 20 17 
Lack of financing 18 24 20 18 20 
Cost of tax compliance 17 27 23 20 14 
Lack of skilled employees 30 18 24 18 9 
Inability to conduct market research 35 26 17 20 3 
Lack of training in business skills 35 24 27 11 3 
Lack of technological infrastructure and 
knowledge 
35 33 14 14 5 
 
Source: results obtained from the analysis of the empirical study  
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The results are rank ordered in Table 5.26 and no major non-financial obstacles are 
apparent. In fact, the following three non-financial obstacles in Table 5.26 have a 
mean score close to 3 which means that these problems were encountered “to a 
moderate extent”: 
 strong competition (mean score= 3.15); 
  lack of financing (mean score= 2.97); 
 cost of tax compliance (mean score=  2.86); and 
 lack of skilled employees (mean score= 2.58). 
The non-financial problems that were scored as being experienced “to a little extent” 
were the: 
 inability to conduct market business (mean score= 2.30); 
 lack of training in business skills (mean score= 2.23); and  
 lack of technological infrastructure and knowledge (mean score=2.20). 
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5.5.13. Training needs 
In Section 3, question 3.13 asked the respondents to rate their training needs, on a 
5-point Likert-scale ranging from 1=not important to 5=very important. The results 
are presented in Table 5.28 and Table 5.29. In Table 5.28 results are delivered as 
mean, median and standard deviation. 
Table 5.28: Training needs 
Training needs Mean Median Standard 
Deviation 
Financial management skills 4.55 5 0.75 
Entrepreneurial skills training 4.39 5 0.91 
Marketing skills 4.35 4.5 0.75 
Quality management 4.17 4.5 0.99 
Motivation skills 4.09 4 1.00 
Assistance in developing a business plan  3.92 4 1.03 
Project management 3.85 4 1.03 
Human resources skills 3.76 4 1.10 
Assistance in tendering for contracts 3.71 4 1.15 
 
Source: results obtained from the analysis of the empirical study 
The results presented in Table 5.28 are provided as a table representing actual 
percentages in Table 5.29. 
Table 5.29: The importance of the need for training (in percentage) 
Importance of the 
need for training 
Not 
important 
Of little 
importance 
Of medium 
importance 
Important Very 
important 
Financial management 
skills 
2 0 6 27 65 
Entrepreneurial skills 
training 
2 5 6 29 59 
Marketing skills 0 2 12 36 50 
Quality management 2 3 23 23 50 
Motivation skills 3 2 23 29 44 
Assistance in developing 
a business plan  
2 5 33 21 39 
Project management 2 6 33 24 35 
Human resources skills 3 11 24 32 30 
Assistance in tendering 
for contracts 
6 8 24 33 29 
 
Source: results obtained from the analysis of the empirical study 
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The results are rank ordered in Table 5.28 and the need for training strongly existed 
throughout the fields. In fact the median for each training need was between 4 and 5. 
The respondents expressed the strongest need for training in the following fields: 
 financial management skills (median=5);  
 entrepreneurial skills training (median =5);  
 marketing skills (median =4.5); and 
 quality management (median =4.5). 
A need for training was also highlighted in the remaining fields: 
 motivation skills (median=4); 
 assistance in developing a business plan (median=4); 
 project management (median=4); 
 human resources skills (median=4); and 
 assistance in tendering for contracts (median=4). 
The actual percentages presented in Table 5.29 confirmed that “financial 
management skills”, “entrepreneurial skills training”, “marketing skills” and “quality 
management” are the fields where training needs are the strongest. Indeed, some 
92%, 88%, 86% and 73% of the respondents respectively expressed the mentioned 
fields as either important or very important in order to be more competitive and 
successful in their business. 
5.6. STATISTICAL SIGNIFICANCE BETWEEN SELECTED VARIABLES 
To ensure an in-depth understanding of the difficulties experienced by small 
businesses during the loan application process revealed in Table 5.20, a t-test will be 
realised. In fact, the research made use of the t-test in order to investigate a possible 
statistical significance between selected variables regarding the problems 
experienced by small businesses in accessing finance. On the one hand, a statistical 
significance will be established for demographic variables such as gender, ethnic 
groups and total years of business experience. On the other hand, the same 
approach will be used to establish a statistical significance for company 
characteristics namely the phase of business and the turnover. 
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Conclusions of the t-test will be made according to the p-value. All p-values less than 
0.05 indicate a statistical significance between the means of the selected variables. 
5.6.1. Influence of gender on the difficulties experienced by small 
businesses in accessing finance 
The t-test was used to establish a statistical significance between the gender of the 
respondents regarding the difficulties experienced during the application process for 
loans. The results are presented in Table 5.30. 
Table 5.30: Influence of gender on the difficulties experienced by small 
businesses in accessing finance 
Difficulties experienced during the 
loan application process 
Male Female t-test 
Mean Standard 
Deviation 
Mean Standard 
Deviation 
p-value 
Business sector does not interest the 
financial institutions  
2.92 1.35 2.33 1.44 0.2337 
Failure of banker to assist applicant 
in the entire application process 
2.68 1.22 2.08 1.31 0.1815 
Complexity of application  2.96 1.21 2.08 1.51 0.0646 
Lack of knowledge of products 
available at the financial institutions 
3.00 1.08 2.58 1.44 0.3320 
Timeframe of feedback was too long  3.28 1.34 2.92 1.62 0.4754 
Applicant not able to draft a business 
plan 
1.96 1.14 2.00 1.35 0.9253 
Cost of borrowing interest rate too 
high 
3.20 1.26 3.17 1.80 0.9482 
Lack of collateral and security 3.72 1.17 2.92 1.78 0.1096 
Poor accounting records of applicant 1.88 1.09 2.42 1.44 0.2163 
Weak understanding of the loan 
criteria 
2.08 1.15 2.00 1.54 0.8604 
Bad credit record of applicant 1.84 1.34 2.42 1.78 0.2797 
Applicant’s lack of business skills 1.68 0.99 1.92 1.56 0.5778 
 
Source: results obtained from the analysis of the empirical study 
Table 5.30 above shows that all p-values are more than 0.05 which is the level of 
significance. It therefore indicates that there is no statistical significance between 
males and females regarding the difficulties experienced in accessing finance.  
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5.6.2. Influence of ethnic groups on the difficulties experienced by small 
businesses in accessing finance 
The t-test was used to establish a statistical significance between the ethnic groups 
of the respondents regarding the difficulties experienced during the application 
process for loans. As the Asian, Coloured and Indian ethnic groups had such small 
representation in the sample (see Table 5.3) only the results of the Black African and 
White ethnic groups are presented in Table 5.31 below. 
Table 5.31: Influence of ethnic groups on the difficulties experienced by small 
businesses in accessing finance 
Difficulties experienced during 
the loan application process 
Black / African White t-test 
Mean Standard 
Deviation 
Mean Standard 
Deviation 
p-value 
Business sector does not interest 
the financial institutions  
3.10 1.52 2.58 1.35 0.3342 
Failure of banker to assist 
applicant in the entire application 
process 
2.70 1.49 2.29 1.12 0.3875 
Complexity of application  3.00 1.56 2.38 1.21 0.2170 
Lack of knowledge of products 
available at the financial 
institutions 
3.30 1.16 2.50 1.10 0.0667 
Timeframe of feedback was too 
long  
3.70 1.57 2.83 1.34 0.1118 
Applicant not able to draft a 
business plan 
2.50 1.51 1.67 0.92 0.0558 
Cost of borrowing interest rate too 
high 
3.10 1.52 3.13 1.45 0.9643 
Lack of collateral and security 3.80 1.40 3.29 1.37 0.3336 
Poor accounting records of 
applicant 
2.70 1.57 1.83 1.01 0.0622 
Weak understanding of the loan 
criteria 
2.90 1.73 1.75 0.90 0.0152 
Bad credit record of applicant 3.30 1.83 1.50 1.06 0.0010 
Applicant’s lack of business skills 2.60 1.65 1.42 0.78 0.0071 
 
Source: results obtained from the analysis of the empirical study 
Table 5.31 above indicates that there is a statistical significance (p-value < 0.05) 
between Black African and White respondents regarding the following difficulties:  
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 weak understanding of the loan criteria (p-value=0.0152); 
 bad credit record of applicant (p-value=0.0010); and 
 applicant’s lack of business skills (p-value=0.0071). 
On the one hand, Black African respondents scored “weak understanding of the loan 
criteria”, “bad credit record of applicant” and “lack of business skill of applicant” as 
being experienced “to a moderate extent” (mean scores=2.90, 3.30 and 2.60) 
respectively. On the other hand, White respondents scored the aforementioned 
problems as being encountered “to a little extent” (mean scores=1.75, 1.50 and 1.42) 
respectively. 
5.6.3. Influence of the years of business experience on the difficulties 
experienced by small businesses in accessing finance 
The t-test was used to establish a statistical significance between the years of 
business experience of the respondents regarding the difficulties experienced during 
the application process for loans. Table 5.32 summarises the results. 
Table 5.32: Influence of the years of business experience on the difficulties 
experienced by small businesses in accessing finance  
Difficulties experienced during 
the loan application process 
More than 10 years Less than 10 years t-test 
Mean Standard 
Deviation 
Mean Standard 
Deviation 
p-value 
Business sector does not interest the 
financial institutions  
2.76 1.34 2.69 1.49 0.8743 
Failure of banker to assist applicant in 
the entire application process 
2.43 1.29 2.56 1.26 0.7539 
Complexity of application  2.48 1.40 2.94 1.29 0.3116 
Lack of knowledge of products 
available at the financial institutions 
2.62 1.16 3.19 1.22 0.1582 
Time frame of feedback was too long  3.00 1.45 3.38 1.41 0.4353 
Applicant not able to draft a business 
plan 
1.67 0.97 2.38 1.36 0.0722 
Cost of borrowing interest rate too high 3.00 1.41 3.44 1.46 0.3641 
Lack of collateral and security 3.10 1.51 3.94 1.18 0.0746 
Poor accounting records of applicant 1.52 0.75 2.75 1.39 0.0015 
Weak understanding of the loan criteria 1.57 0.87 2.69 1.45 0.0062 
Bad credit record of applicant 1.33 0.80 2.94 1.73 0.0006 
Applicant’s lack of business skills 1.29 0.64 2.38 1.45 0.0041 
 
Source: results obtained from the analysis of the empirical study 
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Table 5.32 indicates that there is a statistical significance (p-value < 0.05) between 
respondents having more than 10 years of business experience and those with less 
than 10 years of business experience. The observed statistical significance is related 
to the following obstacles: 
 poor accounting records of applicant (p-value = 0.0015);  
 weak understanding of the loan criteria (p-value = 0.0062); 
 bad credit record of applicant (p-value = 0.0006); and 
 applicant’s lack of business skills (p-value = 0.0041). 
Respondents with more than 10 years of business experience do not perceive the 
four abovementioned problems (mean scores= 1.52, 1.57, 1.33, and 1.29 
respectively) as major obstacles. In contrast, respondents with less than 10 years of 
business experience scored these four problems as being encountered “ to a 
moderate extent” (mean scores=2.75, 2.69 , 2.94 and 2.38) respectively. 
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5.6.4. Influence of the phase of the business on the difficulties experienced 
in accessing finance 
The t-test was used to establish a statistical significance between the phases of the 
business regarding the difficulties experienced during the application process for 
loans. Table 5.33 below presents the results. 
Table 5.33: Influence of the phase of the business on the difficulties 
experienced in accessing finance 
Difficulties experienced during the 
loan application process 
More than 3.5 
years 
Less than 3.5 
years 
t-test 
Mean Standard 
Deviation 
Mean Standard 
Deviation 
p-value 
Business sector does not interest the 
financial institutions  
2.76 1.41 2.63 1.41 0.8133 
Failure of banker to assist applicant in 
the entire application process 
2.48 1.24 2.50 1.41 0.9733 
Complexity of application  2.72 1.28 2.50 1.69 0.6848 
Lack of knowledge of products available 
at the financial institutions 
2.83 1.26 3.00 1.07 0.7257 
Timeframe of feedback was too long  3.10 1.35 3.38 1.77 0.6397 
Applicant not able to draft a business 
plan 
2.03 1.21 1.75 1.16 0.5568 
Cost of borrowing interest rate too high 3.34 1.34 2.63 1.69 0.2122 
Lack of collateral and security 3.52 1.45 3.25 1.39 0.6454 
Poor accounting records of applicant 1.93 1.22 2.50 1.20 0.2497 
Weak understanding of the loan criteria 1.97 1.15 2.38 1.69 0.4265 
Bad credit record of applicant 1.83 1.34 2.75 1.91 0.1251 
Applicant’s lack of business skills 1.72 1.13 1.88 1.46 0.7554 
 
Source: results obtained from the analysis of the empirical study 
As presented in Table 5.33 above, none of the p-values is less than 0.05 which is the 
level of significance. This indicates that there is no statistical significance between 
respondent companies with more than 3.5 years of existence and those with less 
than 3.5 years of existence, regarding the difficulties experienced in accessing 
finance. 
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5.6.5. Influence of the turnover on the difficulties experienced by small 
businesses in accessing finance 
The t-test was used to establish a statistical significance between the annual 
turnovers regarding the difficulties experienced during the application process for 
loans. The results are presented in Table 5.34 below. 
Table 5.34: Influence of the turnover on the difficulties experienced by small 
businesses in accessing finance 
Difficulties experienced during 
the loan application process 
More than R1m Less than R1m t-test 
Mean Standard 
Deviation 
Mean Standard 
Deviation 
p-value 
Business sector does not interest the 
financial institutions  
2.30 1.33 3.43 1.22 0.0146 
Failure of banker to assist applicant in 
the entire application process 
2.35 1.23 2.71 1.33 0.3989 
Complexity of application  2.39 1.23 3.14 1.46 0.1025 
Lack of knowledge of products 
available at the financial institutions 
2.52 1.27 3.43 0.85 0.0243 
Timeframe of feedback was too long  2.83 1.34 3.71 1.44 0.0649 
Applicant not able to draft a business 
plan 
1.74 1.05 2.36 1.34 0.1272 
Cost of borrowing interest rate too high 3.13 1.36 3.29 1.59 0.7537 
Lack of collateral and security 3.17 1.47 3.93 1.27 0.1198 
Poor accounting records of applicant 1.74 1.01 2.57 1.40 0.0430 
Weak understanding of the loan criteria 1.74 0.81 2.57 1.70 0.0514 
Bad credit record of applicant 1.39 0.78 3.07 1.82 0.0004 
Applicant’s  lack of business skills 1.48 0.85 2.21 1.53 0.0668 
 
Source: results obtained from the analysis of the empirical study 
Table 5.34 above indicates that there is a statistical significance (p-value < 0.05) 
between respondent companies having an annual turnover of more than R 1 million 
and those having an annual turnover of less than R 1 million. The observed 
statistical significance is related to the following obstacles: 
 business not of interest to the financial institutions (p-value=0.0146);  
 lack of knowledge of products available at the financial institutions (p-
value=0.0243); 
 poor accounting records of applicant (p-value=0.0430); and  
 bad credit record of applicant (p-value=0.0004). 
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Respondent companies with an annual turnover of more than R 1 million scored 
“business sector does not interest the financial institutions” and “lack of knowledge of 
products available at the financial institutions” as being experienced “to a little extent” 
(mean scores=2.30 and 2.52) respectively. Again, by looking at the mean scores, 
these respondents indicated that they perceived the following two problems: “poor 
accounting records of applicant” and “bad credit record of applicant” (mean 
scores=1.74 and 1.39 respectively) as minor obstacles.  
In contrast, respondent companies with an annual turnover of less than R 1 million 
scored the four problems mentioned as being encountered “to a moderate extent” 
(mean scores=3.43, 3.43, 2.57 and 3.07) respectively. 
5.7. CONCLUSION 
This chapter has presented the findings of the research survey. For this study, data 
was collected using a structured questionnaire. The results of the survey were 
analysed using the STATISTICA software. Frequencies, means, medians, standard 
deviations and t-tests were used to present these results. 
In the next chapter the findings of this research will be presented, hypotheses will be 
tested and recommendations will be made to assist small businesses in accessing 
finance more effectively. 
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CHAPTER SIX 
CONCLUSIONS AND RECOMMENDATIONS 
6.1. INTRODUCTION 
Chapter Six encompasses a summary of the study as well as the most important 
findings of the literature review and the results of the empirical study presented in the 
previous chapters. Several recommendations will be made, the limitations of this 
study will be discussed and areas for future research will be suggested. 
6.2. SUMMARY OF THE STUDY 
Chapter One presented the background of the research, followed by the statement of 
the research problem. Then the primary objective and the secondary objectives were 
elaborated and hypothesis statements were formulated. 
Chapter Two reviewed the importance of small businesses in the economy. Further, 
various constraints faced by small firms were discussed. Chapter Two identified the 
access to appropriate finance as the major constraint on the successful development 
of small businesses.  
Chapter Three reviewed the literature on the sources of debt and equity financing 
available to small businesses. Then, the obstacles encountered by small businesses 
in accessing finance were identified. 
Chapter Four focused on the empirical research methodology. The empirical study 
consisted of the primary data collected from an online questionnaire that gathered 
quantitative data. 
Chapter Five provided the results of the empirical study conducted on the difficulties 
small businesses experienced in accessing finance. Descriptive and inferential 
statistical analyses were used in the presentation of these results. 
Chapter Six, which is the final phase of the research study, aims to apply the findings 
obtained from the literature and the empirical study as background to make 
recommendations to address the difficulties faced by small business in accessing 
finance. 
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6.3. SIGNIFICANT FINDINGS IN RESPECT OF THE RESEARCH 
OBJECTIVES 
In this section the primary and secondary objectives are revisited. Thereafter, the 
findings of the research study are presented. 
6.3.1. Research objectives 
The primary objective of this study was to investigate the difficulties faced by small 
businesses in accessing finance. To help achieve this primary objective, the 
following secondary objectives were formulated: 
 To empirically identify the sources of finance granting loans to small businesses. 
 To undertake a theoretical and an empirical investigation into the difficulties 
experienced by small businesses in accessing finance. 
 To assess whether certain demographic variables (gender, ethnic group, total 
years of business experience) and company characteristics (phase of business 
and turnover) have an impact on the difficulties experienced by small businesses 
in accessing finance. 
 To make recommendations based on the empirical results of this study in order to 
assist small businesses in accessing finance more effectively. 
The findings related to the first three secondary objectives are presented in this 
section and the last secondary objective concerning the recommendations of this 
study will be discussed separately in Section 6.4. 
6.3.2. Findings of the secondary objective 1: to empirically identify the 
sources of finance granting loans to small businesses 
The empirical study intended to identify the sources of finance available for small 
businesses mainly between commercial banks and governmental agencies. The 
results of the empirical study (see Table 5.17) showed that small businesses 
generally approach commercial banks to obtain loans. Indeed, Meyer (1998: 1110) 
supports this finding by saying that commercial banks have been identified as the 
most important source of external credit to small firms. Small businesses rely on 
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commercial banks not just for a reliable supply of funds, but for transactions and 
deposit services as well. 
Another factor that might explain that finding is that some governmental agencies 
like Khula do not deal directly with small businesses but work through commercial 
banks by setting up credit guarantees for small business bank loans. Small 
businesses are therefore directed towards commercial banks by certain 
governmental agencies for loan application - hence increasing the result observed. 
Furthermore, the empirical results indicated that commercial banks are the financial 
entities which grant the most loans (see Table 23) to small businesses. This finding 
could be justified by the fact that commercial banks are approached most often. 
6.3.3. Findings of the secondary objective 2: to undertake a theoretical and 
an empirical investigation into the difficulties experienced by small 
businesses in accessing finance 
Having a sound knowledge of the problems that a small business might face during 
the loan application process, will allow small businesses to address these problems 
effectively. The empirical investigation conducted during the study has shown that 
respondents identified the following major problems when trying to access funds: 
 lack of collateral and security; 
 high cost of borrowing interest; and 
 timeframe of feedback too long at the financial institutions. 
Several previously undertaken studies confirm the main findings obtained during the 
empirical study. Firstly, a study conducted by Yeow and Chin (2011: 166) identified 
the lack of collateral of small businesses as main reason advocated by the lenders to 
limit small businesses to access finance. Lenders require security to safeguard 
lending, whereas only few small firms are able to produce collateral. Once again, the 
results obtained in Table 5.24 confirm that the lack of collateral and security was the 
most important difficulty faced by small business during the loan application process. 
In fact, respondents mentioned that the main reason for loan application rejection 
was the lack of collateral and security followed by insufficient cash flow - which is in 
fact another kind of loan security. 
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Secondly, Ayadi et al (2009: 72) revealed that the cost of borrowing is an important 
issue for small businesses. Indeed, Beck (2007: 3) states that small firms often rank 
the cost of finance as one of the most constraining features of the access to finance.  
Thirdly, Hassan et al (2011: 166) observed that the time required by banks to 
disburse a loan is too long; it takes on average three to six months and that fact 
tends to hinder the growth of the entrepreneurial spirit. 
6.3.4. Findings of the secondary objective 3: hypothesis testing 
The following hypotheses were formulated to assess whether certain demographic 
variables and company characteristics have an impact on the difficulties experienced 
by small businesses in accessing finance: 
H1: Gender does not have an impact on the difficulties encountered in accessing 
finance. 
H1a: Gender has an impact on the difficulties encountered in accessing finance. 
Based on the findings displayed in Table 5.30, the null hypothesis statement H1 is 
accepted. Gender does not have an impact on the difficulties encountered by small 
businesses in accessing finance. Consequently both males and females experience 
difficulties in accessing finance to the same extent. 
H2: Ethnic group does not have an impact on the difficulties encountered in 
accessing finance. 
H2a: Ethnic group has an impact on the difficulties encountered in accessing 
finance. 
The null hypothesis statement H2 is rejected based on the findings illustrated in 
Table 5.31. Ethnic group has an impact on the difficulties encountered in accessing 
finance. Black Africans and White experience the following difficulties to a different 
extent: 
 weak understanding of the loan criteria; 
 bad credit record of applicant; and 
 applicant’s lack of business skills. 
Black Africans are more likely to encounter the abovementioned difficulties than 
Whites are. 
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H3: Total years of business experience does not have an impact on the difficulties 
encountered in accessing finance. 
H3a: Total years of business experience has an impact on the difficulties 
encountered in accessing finance. 
Based on the findings illustrated in Table 5.32, the null hypothesis statement H3 is 
rejected. The total years of business experience has an impact on the following 
difficulties encountered in accessing finance. 
 poor accounting records of applicant; 
 weak understanding of the loan criteria; 
 bad credit record of applicant; and 
 applicant’s lack of business skills. 
Loan applicants who have less than 10 years of business experience encounter the 
abovementioned difficulties “to a moderate extent” whereas those with more than 10 
years of business experience view them as insignificant obstacles. 
H4: The phase of the business does not have an impact on the difficulties 
encountered in accessing finance. 
H4a: The phase of the business has an impact on the difficulties encountered in 
accessing finance. 
Based on the findings illustrated in Table 5.33, the null hypothesis H4 is accepted. 
The phase of the business does not have an impact on the difficulties encountered 
by small businesses in accessing finance. Therefore small companies with more 
than 3.5 years of existence and those with less than 3.5 years of existence 
experience difficulties in accessing finance to the same extent. 
H5: Turnover does not have an impact on the difficulties encountered in accessing 
finance. 
H5a: Turnover has an impact on the difficulties encountered in accessing finance. 
The null hypothesis statement H5 is rejected based on the findings illustrated in 
Table 5.34. The annual turnover has an impact on the following difficulties 
encountered in accessing finance: 
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 business not of interest to the financial institutions;  
 lack of knowledge of products available at the financial institutions; 
 poor accounting records of applicant; and  
 bad credit record of applicant. 
Small businesses having an annual turnover of less than R1 million are more likely to 
encounter the abovementioned difficulties than those with an annual turnover of 
more than R 1 million. However, the latter perceive “poor accounting records of 
applicant” and “bad credit record of applicant” to be insignificant obstacles. 
6.4. RECOMMENDATIONS 
The primary objective of the study was to investigate the difficulties faced by small 
businesses in accessing finance and then to make recommendations to help those 
firms to apply for funds more effectively. As mentioned in Chapter Three of this 
study, the government makes funds available for small businesses and so do the 
commercial banks. However, not all of the firms are able to access finance from 
these financial entities. Thus, based on the findings of the study, the following 
recommendations can be made: 
 Government should be able to back small businesses which are unable to secure 
loans because of their lack of collateral. Government should improve this aspect 
by being a guarantee at the financial institutions for small firms which have viable 
projects but cannot realise them due to a lack of funds. Thus, difficulties relating to 
the lack of collateral of small businesses could be addressed. 
 Commercial banks should tailor the cost of interest according to the needs of 
small businesses. The duration and the amount of the loans granted by banks 
should be revised in line with the profile of the applicant so that suitable interest 
rates might be obtained. 
 As a main source of finance for small businesses, commercial banks should 
improve their service quality and be more prompt to give feedback to small 
businesses concerning their requests for loans application. It would be valuable if 
banks could have specialised branches dedicated to the processing of small 
business loan applications. In this way, the loan processing time could be 
considerably reduced. 
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 In the empirical evidence, small businesses emphasised the need for training - 
especially in financial management skills and entrepreneurial skills. Thus, 
government should assist small businesses by providing sufficient training in 
these particular fields. This assistance could take the form of periodical workshops 
or seminars. This would be of great benefit to the economy since the more skilled 
small businesses’ owners are the greater the small businesses’ contribution to the 
economy will be, for example better tax compliance and an increase in the rate of 
employment. 
6.5. LIMITATIONS OF THE STUDY 
Although the present study has endeavoured to make a significant contribution to the 
body of research relating to the access of funds to small businesses, several 
limitations were encountered. When interpretations and conclusions about the 
findings of this study are made, these limitations should be taken into account. 
 Availability of the literature 
There has not been much documented research on the difficulties small businesses 
experience in accessing finance in South Africa. Indeed, this has been a limitation 
during the theoretical part of this study, despite certain problems having been 
identified. 
 Sample coverage 
The sampling method proved to be a limitation. The convenience sampling method 
has several disadvantages in that it is less representative of the population and 
provides limited generalisation of the results and potential sampling bias. This study 
was confined to the list of members of the Nelson Mandela Bay Business Chamber 
where 208 small firms were identified. Therefore the findings of this study cannot be 
generalised beyond this population. 
Besides, the unavailability of an exhaustive small business database in the Nelson 
Mandela Bay Metropole did not allow the research to draw on a larger representative 
sample. This was a limitation in that if the researcher had been able to obtain a 
larger sample, more statistical analyses would have been conducted to obtain more 
accurate findings. 
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 Response rate 
The use of an electronic questionnaire was a problem due to the fact that not all 
respondents have access to email facilities. Moreover, some respondents were not 
able to open the link directing them to the online questionnaire or did not receive the 
email because of the email restriction system of their company. In addition, many 
respondents declined to participate in the study mainly for privacy reasons. 
Consequently, a high percentage of questionnaires were not returned.  
6.6. AREAS FOR FURTHER RESEARCH 
The following areas have been identified for further research: 
 To determine from the financial institutions’ point of view, the reasons why in 
many cases the applications for finance submitted by small businesses are 
rejected. 
 The growth of a business can cause cash flow problems. Thus, further research 
can be conducted on the financial risks incurred by the expansion of a small 
business.  
6.7. CONCLUSION 
Small businesses are playing an increasingly important role in the South African 
economy. To ensure their success, governments and financial entities must facilitate 
the access to funds and lift the different barriers that hinder the small businesses in 
raising finance. Recommendations have been presented in this study to aid small 
businesses in accessing funds more effectively. Of particular importance are those 
recommendations relating to the lack of collateral and the high cost of interest. 
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Annexure A: Cover letter 
Your opinion: Difficulties experienced by small businesses in accessing 
finance  
 
Dear respondent, 
 
We are currently conducting a research about the difficulties encountered by small 
businesses in accessing funds. We would very much appreciate it if your company 
could participate in the study by completing a short online survey. 
This questionnaire is primarily addressed to the small business’ owner or manager 
but may also be completed by a skilled staff member. The survey contains a brief 
introduction on the first page and can be accessed by clicking on the following link or 
by copying and pasting it into your browser: 
https://docs.google.com/spreadsheet/viewform?formkey=dEl1bmJ6N2pHLURabDB4
MlZjZUFvNWc6MQ 
It would be appreciated if you could complete and submit the questionnaire by  21 
October 2012. 
Please note: Your response will be entirely confidential and anonymous. The results 
will only be used on an aggregated level. 
Your assistance and efforts would be most appreciated. 
Best regards  
Nina Kouadio 
Master Technology in Entrepreneurship 
Nelson Mandela Metropolitan University (NMMU) 
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Annexure B : Questionnaire 
QUESTIONNAIRE TO ESTABLISH THE DIFFICULTIES EXPERIENCED BY 
SMALL BUSINESSES IN ACCESSING FINANCE 
Instructions for the completion of the questionnaire: 
1.  Please be assured that the information gathered by the questionnaire will be used 
exclusively for research purposes and will at all times be treated as highly confidential. 
2. In order for the study to be successful, participants will need to answer all questions. 
3. Please answer each question by filling an X in the suitable box provided or write your 
answer in the space provided 
4. Some questions may give you the possibility of selecting one or more answers. 
5. The questionnaire must be submitted only once. 
Section 1 – Demographic profile of respondent 
 
1.1. What is your gender? 
1.1.1. Male   1.1.2. Female  
 
1.2. How old are you?  
1.2.1.    
 
1.3. What is your race? 
1.3.1. Asian   1.3.4.  Indian  
       
1.3.2.  Black / African   1.3.5.  White  
       
1.3.3. Coloured   
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1.4. Please indicate your highest level of education achieved. 
If you select "other", please make sure that you tick in the box before typing your answer in 
the space. 
1.4.1. None   1.4.7. Postgraduate Diploma   
       
1.4.2. Certificate   1.4.8. Masters (non-MBA)  
       
1.4.3. National Diploma   1.4.9. MBA  
       
1.4.4. Bachelor Technologiae   1.4.10. Doctorate  
       
1.4.5. Bachelor degree   1.4.11. Other (please specify below)  
       
1.4.6. Honours      
 
1.5. How many years of business experience do you have in total? 
1.5.1. Less than 1 year   1.5.3. 6 to 10 years  
       
1.5.2 1 to 5 years   1.5.4. More than 10 years  
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2.1. Please indicate your company name. 
2.1.1.    
 
2.2. What is your current position in the business? 
If you select "other", please make sure that you tick in the box before typing your answer in 
the space. 
2.2.1.  Owner   2.2.3. Both owner and manager  
       
2.2.2. Manager   2.2.4. Other (please specify below)  
       
 
2.3. What is the form of your business? 
If you select "other", please make sure that you tick in the box before typing your answer in 
the space. 
2.3.1 Sole proprietor   2.3.4. Private company  
       
2.3.2. Partnership   2.3.5. Other (please specify below)  
       
2.3.3. Closed corporation    
 
2.4. How long has your business been in operation? 
2.4.1. less than 3 months   2.4.3. more than 42 months  
       
2.4.2. between 3 and 42 months      
 
  
Section 2 – Company characteristics 
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2.5. Please indicate the main industrial sector in which your company operates: 
2.5.1. Agriculture    2.5.7. Manufacturing  
       
2.5.2. Catering, accommodation    2.5.8. Mining and quarrying  
 and other trade      
       
2.5.3. Community, social    2.5.9. Retail and motor trade and   
 and personal services    repair services  
       
2.5.4. Construction   2.5.10. Transport, storage and   
     communications  
       
2.5.5. Electricity, gas and water   2.5.11. Wholesale trade, commercial   
     agents and allied services  
       
2.5.6. Finance and business    2.5.12 Other (please specify below)  
 services      
       
2.6. How many people does your business employ? 
2.6.1. Less than 5   2.6.4. 51 to 200  
       
2.6.2. 5 to 20   2.6.5. More than 200  
       
2.6.3. 21 to 50      
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2.7. Please indicate the approximate annual turnover of your company. 
2.7.1. Less than R 200 000   2.7.6. R 6 million to R 10 million  
       
2.7.2. R 200 000 to R 500 000   2.7.7. R 10 million to R 13 million  
       
2.7.3. R 500 000 to R 1 million    2.7.8. R 13 million to R 19 million  
       
2.7.4. R 1 million to R 3 million   2.7.9. R 19 million to R 32 million  
       
2.7.5. R 3 million to R 6 million   2.7.10. More than R 32 million  
 
Section 3 –  Small businesses access to finance 
 
3.1. What was the main source of funds used to raise your start-up capital?  
If you select "other", please make sure that you click in the box before typing your answer in 
the space. 
3.1.1. Own savings   3.1.4. Angels investors  
       
3.1.2. Family and friends   3.1.5. Other (please specify below)  
  
  
  
 
3.1.3. Commercial banks      
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3.2. To what extent have the following problems been experienced by your company in 
respect of financial support? 
 Not at all 
To a little 
extent 
To a 
moderate 
extent 
To a large 
extent 
To a very 
large 
extent 
                      
3.2.1. Lack of start-up capital          
           
3.2.2. Lack of working capital, used to support a           
 company’s normal short-term operations          
  (e.g. pay bills, wages etc.)          
           
3.2.3. Lack of fixed capital, used to purchase permanent            
 assets such as equipment, building etc.          
3.2.4. Lack of funds for expansion          
           
 
3.3. If you could apply for a loan what would the funds be utilised for? 
 
You can select one or more answers. If you select "other", please make sure that you tick in 
the box before typing your answer in the space. 
 
3.3.1. Do not need a loan   3.3.5. Increase stock   
  
  
  
 
3.3.2. Repay an existing debt   3.3.6. New product development  
  
  
  
 
3.3.3. Purchase business property   3.3.7. Overhead costs  
  
  
  
 
3.3.4. Purchase equipment   3.3.8. Other (please specify below)  
  
  
  
 
 
3.4. Since your business has been created, have you ever approached one or more financial 
institutions to finance your business? 
3.4.1. Yes   3.4.2. No (If you mark “No” please go 3.11.)  
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3.5. If you have answered “yes” to question 3.4., which of the following financial entities have 
you approached for a loan?  
You can select one or more answers. If you select "other", please make sure that you tick in 
the box before typing your answer in the space. 
3.5.1. ABSA Bank   3.5.6. Nedbank  
       
3.5.2. Business Partners   3.5.7. Small Enterprise   
     Development Agency (SEDA)  
       
3.5.3. Eastern Cape Development    3.5.8. Standard Bank  
 Corporation (ECDC)       
       
3.5.4. First National Bank   3.5.9. Other (please specify below)  
       
3.5.5. Khula Finance Limited      
 
3.6. Please, give an overall rating of the service quality experienced at the different financial 
institutions in the loan application process. 
 Very poor Poor Average  Good 
 
Very good 
            
3.6.1. Provision of required information           
 
regarding the loan          
            
3.6.2. Friendliness of staff          
           
3.6.3. Feedback time          
           
3.6.4. Assistance in filling in forms          
           
3.6.5. Assistance in drafting a business plan          
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3.7. To what extent have the following obstacles been experienced in your application 
process for a loan? 
 
Not 
important 
Of little 
importance 
Of medium 
importance Important 
Very 
important 
      
3.7.1. Business sector does not interest           
 the financial institutions          
           
3.7.2. Failure of banker to assist applicant in the           
 entire application process          
           
3.7.3. Complexity of application           
 (e.g. too many forms to fill in)          
           
3.7.4. Lack of knowledge of products available at           
 the financial institutions          
           
3.7.5. Timeframe of feedback was too long           
           
3.7.6. Applicant not able to draft a business plan          
           
3.7.7. Cost of borrowing interest rate too high          
           
3.7.8. Lack of collateral/security          
           
3.7.9. Poor accounting records of applicant          
           
3.7.10 Weak understanding of the loan criteria          
 
3.7.11 Bad credit record of applicant          
           
3.7.12 Applicant’s lack of business skills          
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3.8. Has at least one of your applications for a loan ever been approved? 
3.8.1. Yes   3.8.2. No (If you mark “No” please go 3.10)  
 
 
3.9. If you have answered “yes” to question 3.8., at which of the following financial entities 
were your applications successful?  
 
You can select one or more answers. If you select "other", please make sure that you tick in 
the box before typing your answer in the space. 
3.9.1. ABSA Bank   3.9.6. Nedbank  
       
3.9.2. Business Partners   3.9.7. Small Enterprise Development   
     Agency (SEDA)  
3.9.3. Eastern Cape Development    3.9.8. Standard Bank  
 Corporation (ECDC)       
3.9.4. First National Bank   3.9.9. Other (please specify below)  
       
3.9.5. Khula Finance Limited      
 
3.10. If at least one of your applications was rejected, what were the reasons for the 
rejection?  
You can select one or more answers. If you select "other", please make sure that you tick in 
the box before typing your answer in the space. 
 
3.10.1. No application rejected   3.10.5. Bad credit record  
       
3.10.2.  Lack of collateral/security   3.10.6. No reason was given  
       
3.10.3 Poor business plan   3.10.7. Other (please specify below)  
       
3.10.4. Insufficient cash-flow   
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3.11. If you answered “no” to question 3.4., please indicate the main reason why you have 
never approached any financial institution to finance your business. 
If you select "other", please make sure that you tick in the box before typing your answer in 
the space. 
3.11.1. Not aware, have never heard    3.11.4. Aware, but do not need a loan   
 of financing available for small 
businesses 
  
  
 
3.11.2. Aware, but do not meet the    3.11.5 Others (please specify below)  
 requirements      
 
3.12. Please indicate to what extent you may have experienced the following problems when 
running your business.  
 Not all 
To a little 
extent 
To a 
moderate 
extent 
To a large 
extent 
To a very 
large 
extent 
                      
3.12.1. Lack of skilled employees          
            
3.12.2. Lack of technological infrastructure and           
 knowledge          
           
3.12.3. Inability to conduct market research          
           
3.12.4. Lack of financing          
           
3.12.5. Lack of training in business skills          
           
3.12.6. Strong competition          
           
3.12.7. Cost of tax compliance          
 
3.11.3. Aware, but do not how    
 know to proceed      
 
121 
 
3.13. Please indicate how important you think the need for training is in the following fields:  
 
Not 
important 
Of little 
importance 
Of medium 
importance Important 
Very 
important 
                    
3.13.1. Entrepreneurial skills training          
            
3.13.2. Motivation skills          
           
3.13.3. Assistance in developing a business plan           
           
3.13.4. Marketing skills          
            
3.13.5. Financial management skills          
           
3.13.6. Project management          
           
3.13.7. Assistance in tendering for contracts          
            
3.13.8. Human resources skills          
           
3.13.9. Quality management          
 
3.14. Please comment on any other issue/s that is important to you with regard to the 
financing needs of small businesses (optional). 
3.14.1.   
   
 
 
 Thank you for completing this questionnaire 
 
